The Australian Accountant 


Published Monthly for the Commonwealth Institute of Accountants and 
The Australasian Institute of Cost Accountants. 





Subscription : 
Vol. VII, No. 4 MAY 15, 1939 Per annum, 12/6 
Single copies, 1/6 





Share Transfer Audits 


By A. A. FitzGERALD 


Reports of recent alleged irregularities in connection with 
share certificates have apparently induced many boards of direc- 
tors to overhaul the procedures followed by their companies in 
issuing certificates and in registering transfers of shares. The 
possibilities of loss falling upon a company in the event of a 
forged transfer being passed by it warrant especial care in dealing 
with transfers.!_ Such losses, in a company with a large share 
capital, might well be substantial and there is, of course, no 
absolutely certain method by which forgeries may be detected 
in time. 

It is not surprising, therefore, to find that there is a growing 
tendency for directors to seek the assistance of the company’s 
auditors in the attempt to provide satisfactory safeguards against 
acting on forged transfers. Auditors generally will not be 
unwilling to accept a reasonable measure of responsibility for 
carrying out duties of this nature, but in this respect, two pre- 
liminary observations may be made. In the first place, despite 
the evident disposition on the part of some business administra- 
tors to “pass the buck” on to auditors in all cases where fraud is 
discovered, nevertheless primarily the responsibility of preventing 
and detecting fraud rests upon the administration, and the 
management of a company cannot escape the whole responsibility 
merely by appointing, and relying implicitly upon, auditors. 

The statutory duties and responsibilities of company auditors 
are by no means so all-embracing as is popularly believed, and 
though it is true that those responsibilities have been considerably 
widened by common law, there is no legal foundation for the belief 
that is widely held that an auditor is responsible for failure to 
detect fraud of all kinds, no matter how skilfully conceived and 
concealed, and no matter what degree of negligence in internal 
administration has been shown. 

1. As to the circumstances in which a company may be compelled to restore 
the name of the rightful holder of the shares to its share register and the extent 


of the company’s liability to third parties, see the cases cited in Butterworth’s The 
Australian Companies Acts [825] and [2070]. 
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In the second place, it seems clear that a scrip transfer audit 
is not part of the normal duties of a company auditor. He is not 
called upon by statute to audit the transfers and this duty can 
be assigned to him only by agreement in respect of which he is 
entitled to a special fee for the work over and above his remunera- 
tion for the audit of the company’s accounts.” 

Apart altogether from the question of legal responsibility, the 
matter of satisfactory precautions against loss in connection with 
share transfers is obviously one of the closest possible co-opera- 
tion between the company and the auditor. The ideal arrangement 
is for the fullest precaution to be taken by the secretarial depart- 
ment before the new scrip certificates are prepared and for the 
auditor to be required, as a supplementary precaution, to initial 
the scrip certificates before they are placed before the directors 
for signing and sealing. In no circumstances should the examina- 
tion by the auditor be regarded as a substitute for, or as rendering 
unnecessary, the closest scrutiny by the secretarial staff. 

The general nature of the procedure usually followed by com- 
panies before acting upon transfers is well-known, but in some 
important respects, the procedure is by no means uniform from 
company to company. Most companies provide by their articles 
that no transfer shall be recognised unless it is accompanied by the 
relevant share certificate. Many companies have a transfer form 
printed on the back of the certificate, though they would doubtless 
not refuse to accept a transfer in regular form, whether on the 
back of the certificate or on a separate form. In fact, in the case 
of share splitting, a separate form or forms must be used. 

This provision in the article is in itself valuable, but by no 
means conclusive. Certificates may be lost or may otherwise pass 
into the hands of unscrupulous persons or the shareholder himself, 
after “losing” his certificate, may induce the company to issue a 
fresh certificate, thus obtaining two certificates for the same 
block of shares, which he may dispose of to different purchasers.’ 

It is therefore desirable that some further step should be 
taken to verify the purported signature of the transferror. 
Generally this additional precaution takes one or other or both 
of the following forms: 

(a) The signature on the transfer form is compared with the 
specimen signature of the transferror.* 

2. As to the opinions of authorities on this point, see De Paula: Principles and 
Practice of Auditing (Australian edition), Chap. XI; Spicer and Pegler: Practical 
Auditing, Chap. IX; Cutforth: Audits, Chap. XV; Lancaster: Principles and Practice 
of Auditing, p. 331; R. A. Irish: Practical Auditing, Chap. III. 

3. As to the obligation of the company to issue a duplicate certificate where the 
original is lost or destroyed and the requirements which the owner must comply 
with under Victorian legislation, see Sec. 70 (2) (a) of the Victorian Companies 
“= The following comment on English practice in this regard, taken from W. J. 
Back: Standard Practice in Auditing, a booklet prepared for and issued under the 
auspices of the Research Committee of The Society of Incorporated Accountants and 
Auditors, is interesting. “It is not usual to compare the signatures of transferrors 


with the signatures given at the time of the acquisition of the shares, except in cases 
of doubt; it is the practice to cover the risk of forgery by insurance.” 
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(b) A letter is sent to the transferror, notifying him that a 
transfer of the specific shares referred to in the form of 
transfer has been lodged and that unless he objects within 
so many days it will be acted upon. 

There are difficulties about each of these steps. The specimen 
signature with which the signature on the transfer is compared 
may be the original signature obtained from the transferror, that 
is either on his application form if the shares were originally 
allotted to him or on a previous transfer form if he acquired the 
shares by transfer. In either event, after the lapse of some 
years, filing difficulties arise and may even be insuperable. Alter- 
natively, the company may maintain a specimen signature record 
in some such form as the records of customers’ specimen signa- 
tures are kept by banks. Signatures, however, change as the 
writers age, names of female shareholders are altered on mar- 
riage, and illness or injury may make a shareholder’s signature 
to-day materially different from what it was a year or even a 
month ago. Thus, where a specimen signature record is main- 
tained, it would seem to be essential that it should be kept up-to- 
date and that shareholders should be required to supply specimens 
at regular and frequent intervals. In a company with hundreds 
of shareholders this may be a troublesome and expensive matter, 
though doubtless the expense is justified by the risks which it is 
sought to avoid. 

The method of sending notification of intention to register the 
transfer cannot be used when the shareholder is resident in 
another country, or even when he is resident in a remote part 
of the Commonwealth, without involving considerable delay in the 
completion of the transfer—a delay which, in the case of shares 
sold through brokers, may occasion considerable friction. More- 
over—and this is a more serious objection—the true owner of the 
shares may not reply to the notification, and he is not estopped 
by his failure to reply from having his name restored to the 
register of members if it has been improperly removed therefrom.5 

Circumstances will dictate the extent of the reliance which 
should be placed upon either of these methods, but, wherever 
possible, it is thought, both should be used, with due regard to 
their inherent defects and difficulties. 

The remaining precautions which should be taken by the inter- 
nal staff are routine matters—the careful checking (as te number 
of shares, specific numbers and amount paid up thereon) of 
transfer forms with scrip certificates, old and new, the examina- 
tion of the details on the transfer form such as dates, stamp 
duty, etc., the correct record of the entry in the transfer journal 
and share register and the cancellation or mutilation of the old 
scrip when the new scrip is prepared. The secretary of the 
company should then initial the new scrip certificate as an indica- 


5. See the powers given to the Court to rectify the Register by the Companies 
Acts—N.S.W., Sec. 83; Q., Sec. 112; S.A., 124; Tas., 40; Vic. (1938), 100—and the 
q@se of Barton v. London and North Western Rail Co. (1889), 24 Q.B.D. 77, C.A., 
quoted in Butterworth’s The Australian Companies Acts [2066]. 
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tion to the directors, before the certificates are signed and sealed, 

that all the internal procedure has been properly carried out. 

Alternatively, he may be required to make a written report to 

that effect. 

As before mentioned, the scope of the work to be done by the 
external auditor and the extent of the responsibility assumed by 
him is a matter for agreement, but the auditor will naturally insist 
that the obligations assumed by him will be such that they can 
be conscientiously assumed and carried out. Most boards of 
directors, I believe, would be unwilling knowingly to attempt 
to induce an auditor to accept any greater responsibility than 
that, for to do so would be completely to misunderstand the 
nature of an auditor’s duty and to over-estimate his practicable 
powers of verification. To require him, for instance, to certify 
after examination that the transfers submitted to the directors 
are correct is to attribute to him attributes of omnipotence and 
infallibility such as no auditor professes to have. At the most, 
he should be expected to exercise that “reasonable skill, care and 
diligence” which the law has hitherto required of him. Those 
responsibilities are heavy enough and no auditor, on whatever high 
plane he places his legal and extra-legal obligations, will volun- 
tarily extend them. 

In the absence of agreement as to the specific programme to 
be followed by an external auditor, a share transfer audit 
usually covers the following points: 

(a) Examination of each transfer in order to see that it is in 
proper form, properly dated, consideration properly ex- 
pressed, stamped and signed by both transferror and trans- 
feree, and that the signature of each has been witnessed. 

(b) Comparison of transfer form with cancelled scrip certificate, 
noting name of transferror, number and distinguishing num- 
bers of shares, and amount paid up or credited as paid up 
per share. 

(c) Test checking of signatures of transferrors with specimen 
signature record or with signatures on application forms, 
previous transfers or correspondence, and/or 

(d) Test checking of copies of notifications sent to transferrors. 

(e) Checking of transfer forms to transfer journal. 

(f) Checking of transfer journal to new scrip certificate and 
initialling new scrip for presentation to the board of directors. 

(g) At a subsequent visit, examination of approval of directors 
to the transfer, inspection of acknowledgement of receipt 
of new scrip certificate by the transferee or his agent 
(usually a share broker) and checking of postings from 
transfer journal to share register. 

By arrangement with the directors, a set time in each week 
is usually devoted to the consideration by the board, or a com- 
mittee of the board, of proposed transfers and the signing of the 
new scrip certificates. The auditor then attends shortly before 
the time fixed for the meeting of the board or committee in 
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order to carry out the work and have the new scrip certificates 
approved before submission to the board. 

As an alternative to the initialling of scrip certificates by the 
auditor, he may be required to report formally as to the steps 
taken by him in verifying the transfers submitted at each meeting 
and he may legitimately be expected to express the opinion as a 
result of his examination that, so far as he is able to judge, the 
proposed transfers are in order. 

There are evident weaknesses in this procedure. In particu- 
lar, the test checking of signatures can only be regarded as satis- 
factory if it is super-imposed on a complete check already carried 
out by the internal staff. In that way it is a useful test of the 
efficiency with which the internal check is being carried out, but 
no more than that. Consequently it may be thought desirable 
in certain circumstances that the auditor should check each 
signature. If so, that should be specifically provided for in the 
agreement. Similarly, the test checking of copies of notifications 
presumed to have been sent to transferrors is nothing better than 
a testing of the internal check. The auditor has no means of 
satisfying himself that the notifications, copies of which he has 
inspected, have in fact been despatched or that, even if they have, 
no replies have been received from the transferror. 

As an additional safeguard, it is sometimes arranged that the 
notifications shall be sent out by the auditor himself and that the 
transferrors be asked to communicate direct with the auditor— 
a procedure similar to the audit inquiry slips attached to debtors’ 
statements. This precaution is designed to avoid the possibility 
of improper practices on the part of the secretarial staff. It 
should be remembered, however, that, as already mentioned, the 
non-receipt of an objection from the transferror is not a complete 
protection to the company.® 

It remains to notice one important feature of every share 
transfer audit—the marked transfer. When a shareholder pro- 
poses to sell portion of the shares comprised in a single scrip 
certificate to each of two or more persons, it will be convenient 
for him to lodge the scrip certificate with the company in anticipa- 
tion of the transfers and to obtain in return “marked” or “certi- 
fied” transfer forms for production to the purchasers or their 
brokers as evidence of his title to the shares.? The old scrip 
certificate may thus be held by the company for more or less 
lengthy periods before the whole of the transfers are complete. 
The certificate should not be cancelled or mutilated until the last 
transfer is received by the company and checked with the certifi- 
cate, but meanwhile as transfers of portion of the shares are 
received and checked, the distinguishing numbers of the shares 
concerned should be noted on the face of the certificate (with a 
reference to the transfer numbers) by the secretarial staff or the 
6. As to forged certificates, see Butterworth’s The Australian Companies Acts 
[826] and the authorities there quoted. 


7. As to the limited effect of such certifications, see Butterworth’s The Australian 
Companies Acts [828]. 
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auditor, or both. Thus, at any moment, it may be seen from 
the old scrip certificate what further transfers are required before 
the old certificate can finally be cancelled. 

It has sometimes been suggested that the possibilities of fraud 
in connection with marked transfers are such as to warrant their 
examination also by the auditor before issue. If it is desired 
to adopt this precaution, there is no reason why it should not 
be done, except that unless the auditor is prepared and able to 
attend for the purpose at odd times and at short notice, delays 
in the issue of marked transfers will occur. In view, however, 
of the fact that certification of a transfer does not bind the com- 
pany,® it will probably be thought in most cases that this is an 
unnecessary, and, in view of the delays involved, an undesirable, 
procedure. 





Victorian Companies Act, 1938 


The Act came into operation on May 1, 1939, and the Regula- 
tions, Fees and Forms under the Act have geen gazetted. These 
repeal all regulations, fees and forms in force prior to May 1, 
and they contain many additional forms necessary in compliance 
with the new provisions of the Act, as well as many changes in 
the old forms. Of particular interest is the regulation regarding 
time for filing documents. Where no time is specified in the 
Act for the filing of a document, it is to be filed “within one month 
after the date on which particulars of the matter to be notified in 
such document, if despatched with due diligence, could in due 
course of post have been received in Victoria, from the place 
where the company or society was formed or incorporated.” 
Where the document is required to be filed “forthwith,” this is 
to be taken as within seven days after the date on which the 
particulars could similarly have been received in Victoria. 





Readers’ Questions and Replies 


VICTORIAN ComMPANIES Act, 1938: INCOME FROM GENERAL 
INVESTMENTS 


Mr. D. N. Carmichael, A.i.c.a., writes :— 

I anticipate that various articles will be appearing in the journal 
on the Victorian Companies Act, 1938. I wonder if you can induce 
any of the writers to express an opinion on the meaning of income 
from general investments, Section 123 (4) (b), i.e., whether the 
Act requires gross or net income to be stated. 

A proportion of management expenses can justifiably be charged 
against general investment income, since the investments have to 
be recorded and generally entail some supervision. Expense of 
this nature would, however, be so small as to be disregarded in 
8. See Butterworth’s The Australian Companies Acts [2068]. 
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most cases. Income tax would in some cases represent an appreci- 
able charge against gross income, and it seems that, if direct 
charges are not deducted from gross income, then the profit on 
trading cannot be correctly computed as required by Section 
123 (4) (a), since trading will bear charges applicable to income 
from investments. 

As the provision will have to be complied with by every accoun- 
tant in Victoria, your opinion on the subject will be valuable. 


Answer: 

In view of the fact that subsection 4 (a) refers to the net 
balance of profit and loss on the company’s trading, income from 
general investments must be taken to mean met income from 
general investments, i.e., if there are any charges which are 
apportioned as between trading and investment income, the re- 
spective proportions should be deducted before stating: 

(a) net balance of profit and loss on trading; 

(b) income from general investments. 
It may be that, in some cases, these deductions from gross income 
will be considerable, e.g., it is possible that large amounts may be 
paid for interest on bank overdraft, which might well be regarded 
as being partly, or even entirely, occasioned by general invest- 
ments. 

There is a good deal of controversy about the proper treatment 
of income tax in accounts, but, in several income tex cases—see, 
for example, those quoted in Baldwin and Gunn, The Income Tax 
Laws of Australia [824]—it has been held that inccime tax is not 
an expenditure which is necessary to earn income. ' On the con- 
trary, it is a distribution out of profits. If there is no profit, 
there is no tax. 

In Davies, Coop & Co. Pty. Ltd. v. The Commonwealth (1935, 
54 C.L.R. 155) it was held that, for the purpose of the ascertain- 
ment of net profit under the terms of the Cotton Indystries Bounty 
Act, 1930-32, amounts payable as Federal or State income tax 
could not be deducted as a loss or outgoing. 

The correct treatment, therefore, appears to be thrt income tax 
payable in respect of the profits of the period covered by the 
accounts should be shown in the Profit and Loss Appropriation 
Account, and not as a deduction in arriving at e;ther the net 
balance of profit or loss on the company’s trading y the income 
from investments. 

In view of the stress which has been laid on the use of the words 
“the net balance of profit and loss on the company’s trading” in 
this sub-section, it ought also to be mentioned that fub-section 4 
(c) provides for the separate statement of amoupts (if any) 
charged for depreciation or amortisation on inv estmdnts, goodwill 
and fixed assets. 

There has been some criticism of the sub-section, on the 
ground that a separate statement of these items is} inconsistent 
with the separate statement of the net balance of prpfit and loss. 
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This is not so, however, for, even if it is desired to show only 
the minimum information called for by the Act, the items affected 
in the Profit and Loss Account may be stated thus :— 


(a) Net balance of profit and loss on trading, 
after providing £10,000 for depreciation of 
fixed assets .. . . «. £25,000 
(b) Income from general investments, after pro- 
viding £1,000 for ne gmane of invest- 
ae oo 5,000 
The Victorian Division | of the Commouwenith Institute pro- 
poses to issue a booklet on the changes involved in the new Act, 
and it is not proposed to publish in the journal articles dealing 
with the new provisions. If, however, there are other specific 
aspects on which readers would like comments, the Editor will 
be glad to have them dealt with in the journal. 





Articles in Overseas Journals 


The Accountant 

February 25, 1939: Leading article: Consolidation: The Stock 
Exchange Moves. Progress and the Professional Accoun- 
tant, by “Slochd Mhuic.” Installing a Costing System—viii, 
by F. Bradshaw Makin. Prevention of Fraud (Investments) 
Bill. 

March 4, 1939: Business Barometers, by R. L. A. Holmes. 
Installing a Costing System—ix, by F. Bradshaw Makin. 
March 11, 1939: The Form of Presentation of the Accounts 
of a Holding Company, by F. R. M. de Paula. Installing a 

Costing System—x, by F. Bradshaw Makin. 

March 18, 1939: Leading article: Finance Companies and 
Advances to Hire Purchase Firms. Internal and External 
Debt, by Professor J. H. Jones. The Accounting System 
of a Public Mental Hospital, by A. H. Buffham. 


The Canadian Chartered Accountant 
March, 1939: The Development of the Profession of Account- 
ing in Canada, by Professor R. R. Thompson (a paper pre- 
sented to the 5th International Congress on Accounting, 
Berlin, 1938). Accountants’ Certificates and Inventories. 


The Journal of Accountancy 
March, 1939: Editorial: A Research Establishment. Internal 
Check, by V. Z. Brink. Examination of Accounts Receiv- 
able, by C. H. Towns. Serving a Public Need, an address 
on the Accountant’s Position in the Business World, by 
P. A. Benson. 
Accountancy 
March, 1939: Company Accounts—The Case for Disclosure, 
by Hargreaves Parkinson. Gilt-edged Investment—A New 
Technique. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


Losses AND OUTGOINGS 

In the January, 1937, issue of this journal, the principles relating 
to allowable deductions, generally, were discussed at great length. 
In a recent decision of the High Court (Full Court) the decision 
of Rich J. in Associated Newspapers Ltd. v. F.C. of T.; Sun 
Newspapers Ltd. v. the same, was affirmed; (1938) 1 A.I.T.R. 
403. In that case a newspaper company entered into an agree- 
ment with the proprietors of a rival newspaper whereby the latter, 
in consideration of the payment of £86,500 over a period of three 
years, agreed, inter alia, for three years not to be associated with 
the production or publication of a daily newspaper within 300 
miles of Sydney. As a consequence of the agreement, the rival 
newspaper went out of existence. It was held that the expenditure 
was not deductible as it was in the nature of an outgoing of 
capital. 

As will be seen from the following extracts, the judgments 
of the High Court throw a great deal of additional light on the 
important problem as to whether an item of expenditure is of an 
income or a capital nature. 


Expenditure Incurred Voluntarily and on the Grounds 
of Commercial Expediency 


“It is true that the agreement under which the payment was 
made was an agreement which bound Associated Newspapers Ltd. 
and which did not bind Sun Newspapers Ltd. But the payment 
was plainly made by Sun Newspapers Ltd. as a payment which 
was expedient for business purposes, and the fact that it was 
made voluntarily does not exclude the possibility of it being an 
allowable deduction (Usher's Wiltshire Brewery Ltd. v. Bruce 
[1915] A.C. 433 and British Insulated and Helsby Cables v. 
Atherton [1926] A.C. at p. 212,” per Latham C.J. at p. 405. 


Enlargement of the Goodwill of a Business 


“The effect of the payment was to enlarge the goodwill of the 
enterprise which w-s one of its most valuable assets. There is 
no doubt that the goodwill of the Sun newspaper became worth 
very much more as a result of the agreement which prevented the 
publication of a competitive newspaper within the same area, 
possibly at a lower price, by persons who had the control of a 
press and the necessary plant, together with a newspaper organisa- 
tion in being. In the case of Anglo-Persian Oil Co. v. Dale 
({1932] 1 K.B. 124; 16 Tax Cas. 253;) (K.B. at p. 141) 
reference was made by Lawrence L.J. to the fact that in that 
case the company by making the payment in question did not 
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improve its goodwill. So also in W. Nevill & Co. Ltd. v. Federal 
Commissioner of Taxation ( (1936-37) 1 A.I.T.R. 67; 56 C.L.R. 
290); reference is made to the increasing of the value of the 
goodwill of a company as a relevant circumstance (C.L.R. at p. 
303)— ‘enlargement of the goodwill of a company,’ and at p, 
306— ‘permanent improvement in the material or immaterial 
assets of the concern.’ The goodwill of a business is an asset 
of the business and is plainly a capital asset. It is radically 
different from assets which are turned over and bought and sold 
in the course of trading operations. It may be sold by a trustee 
in bankruptcy (Walker v. Mottram) (1881) 51 L.J. Ch. 108, 
and it includes the benefit of agreements in restraint of trade 
(Jacoby v. Whitmore) (1883) 49 L.T. 335 at pp. 337 and 338; 
Smith v. Hawthorn (1897) 13 T.L.R. 477,” per Latham C.J. at 
pp. 407-8. 


Non-Recurring Expenditure 


“But the idea of recurrence and the idea of endurance or con- 
tinuance over a duration of time both depend on degree and 
comparison. As to the first it has been said it is not a question 
of recurring every year or every accounting period; but ‘the real 
test is between expenditure which is made to meet a continuous 
demand for expenditure, as opposed to an expenditure which is 
made once for all’ (per Rowlatt J. in Ounsworth v. Vickers Ltd. 
[1915] 3 K.B. at p. 273; 6 Tax Cas. at p. 675). By this I under- 
stand that the expenditure is to be considered of a revenue nature 
if its purpose brings it within the very wide class of things which 
in the aggregate form the constant demand which must be 
answered out of the returns of a trade or its circulating capital 
and that actual recurrence of the specific thing need not take place 
or be expected as likely. Thus in the Anglo-Persian Oil Co. ». 
Dale ({1932] 1 K.B. 124; 16 Tax Cas. 253) the establishment 
and reorganisation of agencies formed part of the class of things 
making the continuous or constant demand for expenditure, but 
the given transaction was of a magnitude and precise description 
unlikely again to be encountered. Recurrence is not a test, it is 
no more than a consideration the weight of which depends upon 
the nature of the expenditure,” per Dixon J. at p. 412. 


Lasting Character of Advantage 


The lasting character of the advantage is not necessarily a 
determining factor as to whether the expenditure incurred in its 
acquisition is to be referred to capital account or to revenue 
account. Thus in John Smith & Son v. Moore [1921] 2 A.C. 13, 
at p. 20; 12 Tax Cas. 266 at p. 282; text [654] “the coal contracts 
which Lord Huldane and Lord Sumner thought were acquired at 
the expense of capital had a very short term. By reselling coal 
bought under the contracts the taxpayer made his profit,” per 
Dixon J. at p. 412. 
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THE AUSTRALIAN ACCOUNTANT 


Character of the Consideration Given 


“The cases which distinguish between capital sums payable by 
instalments and periodical payments analogous to rent payable on 
revenue account, illustrate the fact that rights and advantages of 
the same duration and nature may be the subject of recurrent pay- 
ments which are referable to capital expenditure or income ex- 
penditure according to the true character of the consideration 
given, that is whether on the one hand it is a capitalised sum 
payable by deferred instalments or on the other hire or rent 
accruing de die in diem, or at other intervals, for the use of the 
thing. Compare Ogden v. Medway Cinemas Ltd. ((1934) 18 
Tax Cas. 691) with J. R. Commrs. v. Adam ((1928) 14 Tax Cas. 
34) and Green v. Favourite Cinemas Ltd. ((1930) 15 Tax Cas. 
390),” per Dixon J. at pp. 412-3. 

With regard to the cases cited by His Honour, it might be 
mentioned that in Ogden v. Medway Cinemas Ltd., it was held 
that a payment of £500 per annum for goodwill during the 
currency of a lease (with an option to purchase the head lease and 
goodwill for a lump sum), was not a capital payment. On the 
other hand, the cost of acquiring a right to dump material was, 
in /.R. Commrs. v. Adam held to be capital expenditure. So, also, 
in Green v. Favourite Cinemas Ltd., a premium payable by 
quarterly instalments during the existence of the lease was held 
to be capital. 





Exempt INCOME 
LIMITATION BASED ON TERRITORIAL GROUNDS 


An examination of the several paragraphs of S. 23 of the 
Commonwealth Income Tax Assessment Act and the correspon- 
ding sections of the State Acts shows that in some an express 
limitation is included based on territorial grounds, cf. S. 23 (O), 
where the exemption is expressly limited to income derived from 
the working of a gold and/or copper mining property in Aus- 
tralia (including Papua) or in the Territory of New Guinea. In 
other paragraphs no such limitation is included. Cf. S. 23 (e), 
which exempts the income of a religious, scientific, charitable or 
public educational institution. 

Section 21 (b) of the Commonwealth Acts Interpretation Act 
1901-1937, provides that in any Act, unless the contrary intention 
appears, references to localities, jurisdictions, and other matters 
and things shall be construed as references to such localities, 
jurisdictions and other matters and things in and of the Common- 
wealth. 

By S. 17, income tax is imposed upon the taxable income of 
any person, whether a resident or a non-resident. Taxable income 
means the amount remaining after deducting from the assessable 
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income all allowable deductions (S. 6). Section 25 (1) provides 
that the assessable income of a taxpayer shall include: (a) where 
the taxpayer is a resident—the gross income derived directly or 
indirectly from all sources whether in or out of Australia; and 
(b) where the taxpayer is a non-resident—the gross income 
derived directly or indirectly from all sources in Australia which 
is not exempt income. 

“The territorial basis of taxation is clearly shown by these pro- 
visions, and there is, in my opinion, no room for the application 
of S. 21 (b) of the Acts Interpretation Act in relation to any of 
the matters affecting liability to tax. The liability is in respect of 
all income, in the case of a resident, which is not exempt income 
and, in the case of a non-resident, of all Australian income which 
is not exempt income. The exemptions thus enter into the very 
definition of liability and to that definition the presumptive tern- 
torial limitation has no application,” per Dixon J. in The Uni- 
versity of Birmingham and Another v. F.C. of T.; The Epsom 
College v. F.C. of T. (1938) 1 A.LT.R. 383 at p. 388. Thus, in 
that case, it was held that the exemption, under S. 23 (e), of the 
income of a public educational institution from income tax is not 
limited to institutions in Australia. A public educational institution 
in England which does not carry on any activities in Australia is 
therefore within the exemption, and income which it receives 
from investments in Australia is not liable to tax. 





QUEENSLAND INcoME (STATE DEVELOPMENT) Tax Act, 1938 


The above Act, which took effect on and from lst January, 
1939, replaces the Income (Unemployment Relief) Tax Act. 
The taxes collected under the new Act will comprise part of the 
State’s consolidated revenue, S. 68, instead of being placed to 
a Special Unemployment Relief Fund as heretofore. 

The rates of tax under the new Act have, in accordance with 
the Government’s promise, been reduced by 2d. in the £. As 
this reduction in respect of income from employment taxed at 
the source did not take place until January 1, 1939, the corres- 
ponding reduction in the rates applicable to other classes of 
income derived during income year ended June 30, 1938, taxed by 
assessment, is ld. in £. 

A new plan has been adopted regarding income from employ- 
ment. The State has been divided into three divisions and the 
southern and northern divisions subdivided into two districts, 
corresponding with those adopted for basic wage declarations by 
the Industrial Court. The exemption has been raised to the 
level of the basic wage of £211, plus, in the case of those in 
receipt of income from employment, parities as shown in Tables 
I to V hereunder. 
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Table I.—Southern Division (Eastern District) 





Annual Rate of Income from Employment Rate of Tax 
A. Not exceeding £211 .. .. .. sil nil 
B. Exceeding £211, but not exceeding £227... .. 3d. in the £ 
C. Exceeding £227, but not exceeding £499 .. .. 6d. in the £ 
D. Exceeding £499 ee eae ee eee se 
Table I1—Southern Division (Western District) 
Annual Rate of Income from Employment Rate of Tax 
A. Not exceeding £230... . e284 nil 
B. Exceeding £230, but not exceeding £499 . .. 6d. in the £ 
C. Exceeding £459... ..... «+ aera = .  F . 
Table III.—Mackay Division 
Annual Rate of Income from Employment Rate of Tax 
A. Not exceeding £225 .. .. hla biter ie nil 
B. Exceeding £225, but not exceeding £227... .. 3d. in the £ 
C. Exceeding £227, but not 7 £499 .. .. 6d. in the £ 
D. Exceeding £499 .. .. .. . «- «- Od. in the Z 
Table IV.—N er wiston (Eastern District) 
Annual Rate of Income from Employment Rate of Tax 
A. Not exceeding £237 .. .. : nil 
B. Exceeding £237 but not exceeding £ £499 . .. 6d. in the £ 
C. Exceeding £499 .. .. .. .. .. Qd. in the £ 
Table V.—Northern Division (Western District) 
Annual Rate of Income from Employment Rate of Tax 
A. Not exceeding £256 .. . os nil 
B. Exceeding £256, but not exceeding £499 .. .. 6d. in the £ 
C. Exceeding £499 .. .. .. .. res = — fF 


The exemption with regard to other classes of income derived 
during income year ended June 30, 1938, taxed by assessment, 
is £89 as heretofore. If, however, the total income exceeds £89, 
but does not exceed £211, an amount equal to one-half of the 
taxable income is exempt. 

With regard to income derived during income year ended June 
30, 1939, and subsequent years, the exemption is increased from 
89 to £211. 

Thus, under the previous Act, an individual domiciled in 
Queensland who derived a total unvarying income by way of 
fixed deposit interest, of say, £200, would have paid tax at 5d. in 
~. Under the new Act, he will pay tax in respect of income 
derived during year ended June 30, 1938, on one-half of £200 = 
£100, at the old rate of 5d. in £. For income year ended June 30, 
1939, and subsequent years he will be exempt from tax. 

Again, a company deriving the same unvarying amount of 
income would have paid 5d. in £ under the previous Act on £200; 
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4d. in £ on £200 in respect of income derived during year ended 
June 30, 1938, and 3d. in £ on £200 in respect of income derived 
during year ended June 30, 1939, and subsequent years. 

In calculating the above exemptions income from dividends are 
brought to account. 

The exemption does not apply to a company or to a person 
who is domiciled in the Territory for the Seat of Government of 
the Commonwealth, in a State of the Commonwealth other than 
Queensland, in the Northern Territory of the Commonwealth, 
in Papua, or in the Mandated Territory of New Guinea. Thus, 
the above exemptions apply only to residents of Queensland and 
non-residents of Australia. 

Section 12 of the new Act provides that if the amount of 
salaries, etc., derived while temporarily engaged on duties out of 
Queensland by a taxpayer, within the meaning of S. 16 (1) (n) 
of the principal Act, who ordinarily resides in Queensland, is 
included in his assessable income within the meaning of the 
principal Act, then such amount shall be deemed to be income 
from employment upon which tax is chargeable under Part 3 of 
the Income (State Development) Tax Act, 1938. 

Where, however, the taxpayer has paid, in any place outside 
Queensland, a tax similar, in the opinion of the Secretary for 
Labour and Industry, to the Queensland Income Tax (State 
Development) Tax, in respect of the whole or part of that 
income from employment, the taxpayer is entitled to a refund of 
the amount of State Development Tax deducted from such whole 
or part. 

If, in any case, the Director of Labour is satisfied that a tax- 
payer makes a return of income to some other State and will, in 
due course, be assessed to pay to that State a tax similar to State 
Development Tax, the Director may authorise the employer to 
refrain from collecting tax from the income from employment 
derived by the taxpayer whilst temporarily engaged on duties 
outside Queensland. 

It is presumed that the N.S.W. Special Income and Wages 
Tax, Victorian Unemployment Relief Tax, and Western Aus- 
tralian Financial Emergency Tax will be regarded as being taxes 
similar to the Queensland Income (State Development) Tax. 





A UNIQUE CLAIM 


Time of January 16, 1939, cites the following American case: 
“In 1933 the Wall Street brokerage house of Jacquelin & De 
Coppet, greatly worried over what might happen to share prices 
in the event of Mr. Roosevelt’s death, took out in England a 
£60,000 insurance policy on his life. It then deducted the premium, 
$23,102, from its 1933 income tax return as a business expense. 
The Commissioner of Internal Revenue disallowed the claim. So, 
also, did the U.S. Board of Tax Appeals, declaring the case 
‘wholly unique in the business history of this country.’ ”’ 
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AVERAGING OF INCOMES 


This subject was exhaustively dealt with by “A.F.I.A.” on pp. 
198-206 of the April, 1936, issue of the journal, and again on pp. 
398-400 of the June, 1936, issue. With regard to the abandonment 
of the averaging provisions with respect to income year ended 
June 30, 1938, and subsequent years, except in the case of indivi- 
dual primary producers, the contributor pointed out that the 
reason for the extension of the averaging provisions until that 
income year was to give a benefit in the period of returning pros- 
perity to those taxpayers who had suffered from the disadvantages 
of the provisions during the financial depression of 1930. 

The position of a private company engaged in primary pro- 
duction which has not made a sufficient distribution of its distribu- 
table income, is very fully discussed and illustrated by Mr. R. S. 
Turner in the August, 1937, issue of the journal at pp. 48-53. 
Mr. Turner cites the case of a company which has an “undis- 
tributed amount” of £8,000 for income year ended June 30, 1938. 
It consists of one shareholder, whose actual taxable income is 
£1,000, comprised of dividends, his “average” taxable income also 
being £1,000. If the shareholder is a primary producer the 
additional tax assessed against the company will be £713. If the 
shareholder is not a primary producer, the additional tax will 
be £1,988, a difference of £1,275! (The calculations were, of 
course, based on the rates in force before the recent increase of 
15 per cent.). Mr. Turner recommended that the Act be amended 
to overcome this anomaly, but, as usual, the seed of a highly 
competent and sincere adviser fell upon stony ground. 

The owners of private companies engaged in primary production 
should seriously take stock of their position. It may be advan- 
tageous for some of these companies to be wound up and the 
business carried on by the shareholders. In other cases, it may 
be profitable from an income tax point of view for shareholders, 
who are not already primary producers, to become primary pro- 
ducers. The relative or absolute size of the suggested business 
is immaterial. 





GERMAN TAX CHANGES 


The London Times of February 25, 1939, states that by a decree 
dated February 17, the German Government announces changes 
in the income tax law, which will produce an additional revenue 
of over 300,000,000 marks (£Aust.18,750,000) at the normal rate. 

While this is a small sum when compared with the total income 
tax yield, which in the first ten months of the current fiscal year 
produced 4,350,000,000 marks (£Aust.271,875,000 at parity), the 
new regulations will inflict an additional financial burden on cer- 
tain classes of taxpayer, and in particular on the employers of 
domestic servants, bachelors, and childless married couples. 
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The new decree abolishes the relief which, under the law of 
1934, could be claimed for each female domestic servant employed 
by the taxpayer. It is explained that this relief was granted only 
in order to encourage the employment of servants at a time when 
many Germans were out of work, and that it cannot be justified 
now that there is an actual shortage of labour. 

The amount of income tax levied on unmarried persons is 
increased by 12 per cent. and their income may be taxed to a 
maximum of 55 per cent. instead of 48 per cent. as hitherto, 
Married couples who remain childless after five years of matr- 
mony will also be required to pay higher taxes in future. On the 
other hand, an unmarried mother whose child is not Jewish is 
required to pay tax only at the rate levied upon married persons 
without children who have been married for less than five years. 
She thus pays a tax 44 per cent. lower than that paid by an 
unmarried woman without a child. Upon reaching the age of 65 
a bachelor pays a lower rate of tax, as does a spinster after her 
fiftieth year. The amount (often very considerable) paid in 
church taxes ceases, under the new decree, to be tax free for 
purposes of income tax, directors’ fees are taxed at 20 per cent. 
instead of 10 per cent. as hitherto, and certain alterations in 
favour of the taxpayer are made on the rules governing the 
rebate which can be claimed for dependent children. 

As an example of the amounts of income tax which are paid 
by German citizens under the law of 1934—without taking the 
new decree into account—the following typical figures, converted 
first into sterling at parity, which correspond to the purchasing 
power of the mark, and then converted to Australian currency, 
may be given :— 


£Aust.75 Income—A bachelor pays £Aust.8/7/6; married 
man without child, £Aust.6; married man with one child, 
£Aust.5/10/-; married man with three children, £Aust.3. 


£Aust.312 Income——A bachelor pays fAust.36/7/6; married 
man without children, £Aust.30/2/6; married man with 
one child, £Aust.27/12/6; married man with three children, 
£Aust.22/12/6. 


£Aust.531 Income (at which level the standard rates increase). 
—A bachelor pays £Aust.68/5/-; married man _ without 
child, £Aust.58/2/6; married man with one child, £Aust. 
54/3/9; married man with three children, £Aust.46/7/6. 


The following table shows the combined Commonwealth and 
State taxes, payable in respect of incomes of £350 and £600, 
corresponding to the sums of £312 and £531 mentioned above. 
These increased amounts will provide for any possible inaccuracy 
in converting the mark into Australian pounds, i.e. in accordance 
with the purchasing power of the two countries. No tax is payable 
in Australia in respect of an income of £75. 


£312 : £350 :: £531 : £600. 
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a) 
suv gts c 
er ao oa 
ES he EY 
ve u 
= re Soc tod 
£350 income. = Si Si S25 
Resident of: - a2 ae ZFS 
& «/% és & & «a. ¢ . 2.¢4 
New South Wales . .. 16 0 1 1118 7 8 48 $12 8 
Se eee 1013 1 : 3.3 $38 7 410 1 
Queensland .. .. .. .. 17 16 1 1310 8 10 11 3 815 0 
South Australia . .. .. 27 010 1413 4 1116 0 719 5 
Western Australia . .. 17 9 7 1615 4 13 14 2 10 18 9 
SE ea? ex) Se wi 15 9 8 12 9 10 10 2 2 Tas 
£600 income. 
Resident of : 
New South Wales .. .. 4411 2 38 15 4 33 6 4 a .2 4 
OS eee 39 11 3 fe 2410 2 17 15 6 
Queensland .. .. .. .. 58 17 3 50 18 0 44 911 32 18 3 
South Australia .. .. 63 4 4 40 27 35 15 3 27 19 6 
Western Australia .. .. 49 6 9 46 16 9 4213 8 35 13 6 
Eee ae 40 7 5 37 17 5 34 311 27 910 





ADVERTISING EXPENSES 


One of the examples used by Dixon J. in Associated Newspapers 
Ltd. v. F.C. of T. (1938) 1 A.LT.R. at p. 411 to illustrate the 
difficulties in distinguishing between capital and income expendi- 
ture is that of advertising expenses :—“For example, a profitable 
enterprise such as the sale of a patent medicine may depend almost 
entirely on advertisement. In the beginning the goodwill may 
have been established by a great initial outlay upon a widespread 
advertising campaign carried out upon a scale which it was not 
intended to maintain or repeat. The outlay might properly be 
considered to be of a capital nature. On the other hand the 
goodwill may have been gradually established by continual adver- 
tisement over a period of years, growing in extent as it proved 
successful. In that case the expenditure upon advertising might 
be regarded as an ordinary business outgoing on account of 
revenue,” 





Boarp OF REVIEW 
Form OF REQUEST FOR REFERENCE 


A subscriber has asked for particulars of a suitable form to be 
used by a taxpayer when he is dissatisfied with the decision of 
the Commonwealth Commissioner on his objection and he desires 
the Commissioner’s decision to be referred to the Board of Review 
for review (S. 187). 
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The. following form is in use in the writer’s office: 


Commonwealth Income Tax 


Request for Reference to Board of Review 
| eT eye ee 


| 


Oe 


Dear Sir, 
ee 
PEE DOdéccsteussswess 
I have received your communication dated / 


wherein notice is given of your decision to disallow the objection 
lodged against assessment of Commonwealth Income Tax in 
respect of income year ended June 30, . I hereby give you 
notice that I am dissatisfied with your decision on the objection, 
and I request you to refer your decision to a Board of Review 
for review. 

I enclose herewith cheque for £.......... , being deposit upon 
such request. 

Yours faithfully, 


| 


The deposit required in connection with income year ended June 
30, 1935, and prior years, is 1 per cent. of the amount in dispute, 
with a maximum of £50. The Commissioner invariably notifies the 
taxpayer of the amount of deposit required. If the Board con- 
siders the taxpayer’s appeal to be frivolous or unreasonable it may 
order the forfeiture of the whole or part of the deposit S. 51 (5) 
of 1922-1934 Act. Otherwise, the whole of the deposit is refunded 
to the taxpayer. 

The deposit required in connection with income year ended 
June 30, 1936 and subsequent years, is £1 in all cases. This fee 
is refunded to the taxpayer only if his assessment is reduced either 
by amendment or as a result of the decision of the Board. S. 188 
of 1936-38 Act. 





Losses oF SUBSIDIARY COMPANIES 


In December, 1938, issue of the journal, at p. 333, the question 
of the possibility of the joint assessment of companies was fully 
discussed. 

In England, last year, an unsuccessful attempt of another nature 
was made to overcome the loss in taxation arising where a parent 
company makes a profit and a subsidiary company sustains a loss 
in the same income year. 
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The appellant company had a number of wholly controlled sub- 
sidiaries for which it did printing work. One of these companies, 
C.F. Ltd., during the year 1933-34, made a loss upon its trading 
operations of £2,927. The charge for printing during that year 
was £10,118, and the appellant company wrote off £2,927 from 
that sum and contended that that sum of £2,927 was a proper 
deduction against profits. The Crown contended that the sum 
of £2,927 had no specific relation to the sum of £10,118, and that 
it was in fact capital put into the subsidiary company to support 
t— 

Held: by the English Court of Appeal, affirming the decision 
of Lawrence J. that the sum of £2,927 was capital put into the 
subsidiary company to support it, and was not wholly laid out for 
the purpose of the appellant company’s trade. “The sum was not 
therefore an allowable deduction.” Odhams Press Ltd. v. Cook 
[1938] 4 All E.R. 545. 

The following extract from the judgment of the Master of the 
Rolls is of great interest :— 

“By way of preface, it is, I think, important to bear in mind 
in dealing with income tax cases what is, of course, elementary, 
but nevertheless sometimes seems to recede into the background, 
that limited companies who carry on businesses are separate taxable 
persons, and the profits of their respective businesses are separate 
taxable profits. Companies who, if I may use a convenient 
expression, choose to carry on their businesses with the assistance 
of subsidiaries not infrequently find that for taxation purposes 
certain inconveniences result, owing to the fact that their sub- 
sidiary is a taxable entity separate from themselves. For instance, 
if the holding company, the parent company, is carrying on a 
business, and makes a profit, and the subsidiary is carrying on a 
business which perhaps originally formed part of the parent 
company’s business but which for convenience has been trans- 
ferred to the subsidiary, and in that business the subsidiary makes 
a loss, obvious difficulties appear in the way of treating the loss 
made by the subsidiary as a trading loss of the parent company. 
One result of the present claim, if it were successful, would be 
to transfer into the accounts of the holding company a trading loss 
of the subsidiary. I am not suggesting for a moment that this 
particular method of accountancy has been adopted with income 
tax in view. Indeed, if it had been, there would have been nothing 
wrong about it. What has been done, as it appears, has been done 
for good commercial reasons. However, that does not alter the 
fact that the result of the present claim, if it be correct, is to 
transfer for income tax purposes into the account of the holding 
company a loss suffered by the subsidiary company.” 

Losses incurred from the trading operations of a branch are 
deductible for taxation purposes from the profits made by head 
office or other branches. Losses incurred from the trading opera- 
tions of a subsidiary are not so deductible. Whether the opera- 
tions are conducted by a branch or by a subsidiary, is a matter 
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in which considerations other than taxation sometimes arise. But 
the price relationships between parent and subsidiary company 
require more careful treatment from the taxation standpoint than 
do the prices charged by head office to a branch. 

In the case of wholly-owned subsidiaries which draw the whole 
or the major portion of their requirements from a parent company, 
the prices at which these goods are invoiced should be carefully 
considered. A proper system of budgetary control of the sub- 
sidiaries should make possible the adoption of a price policy which 
will avoid the risk of losses on the operations of the subsidiaries 
and a consequent inflation of the taxable profits of the parent 
company. 


REFUND OF FEDERAL EsTaTE AND New SoutH WALES 
ProBATE DUTIES 


E. F. (Sydney) asks: Does the New South Wales Stamp Duties 
Act provide for a refund of probate (or death) duty in respect 
of Federal and State land and income taxes becoming due and 
payable after a taxpayer’s death in respect of income derived up 
to, and land liable to land tax at, date of death, corresponding with 
the provisions of S. 17 of the Federal Estate Duty Assessment 
Act, 1914-1928? 


Answer: 

The New South Wales Stamp Duties Act does not contain 
specific provisions for a refund of probate duty in respect of the 
above mentioned taxes, corresponding with S. 17 of the Federal 
Estate Duty Assessment Act, which provides specifically that 
these taxes, provided they become due and payable “within one 
year after the payment of duty on any assessment under this 
Act, shall be deducted from the gross value of the assessable 
estate if the deceased was at the time of his death domiciled in 
Australia.” 

‘However, an application for a refund of probate duty can be 
made under S. 128 (1) of the New South Wales Stamp Duties 
Act, 1920, under a paragraph added to this Section in 1933 (Act 
No. 12, 1933, S. 4 (0)), which provides that “the Commissioner 
may at his discretion at any time cause to be made all such altera- 
tions in or additions to any assessment as he thinks necessary in 
order to insure its completeness and accuracy.” Further, “where 
any alteration in an assessment has the effect of reducing the 
death duty, any duty overpaid shall be refunded by the Com- 
missioner, but no refund shall be made unless application for the 
same is made by the administrator within three years from the 
date of the overpayment of duty.” 

It is to be observed that under the Federal Estate Duty Assess- 
ment Act, the Commissioner is required to make the refund, 
whereas under the Stamp Duties Act, the refund is at the dis- 
cretion of the Stamp Commissioner. In practice, however, no 
difficulty will be experienced in obtaining the State refund. 
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Further, it is important to note, that under S. 128 of the New 
South Wales Stamp Duties Act, application for a refund of 
probate duty must be made within three years from date of the 
overpayment of duty. The Federal Estate Ducy Assessment 
Act does not impose a time limit within which to make an applica- 
tion. The essential condition imposed by S. 17 of the Federal Act 
is that the Federal and State land and income taxes shall become 
due and payable within one year after payment of estate duty; 
an application can be made at any time. 





The Problem of the Budge~ 
(Being a lecture delivered by Professor F. A. Bland, M.A., 
LL.B., Professor of Public Administration in the University of 
Sydney, in the Conference Room of the Commonwealth Institute 
of Accountants, 5 Bligh Street, Sydney.) 





This is not a discussion upon the economics of public finance, 
but upon the manner in which the public finances are managed. 
We are prone to concentrate upon the size of the budget and the 
weight of taxation, but equally important is a consideration of 
the machinery which exists to ensure that no more is raised in 
taxation than is necessary, and that full value is obtained for 
what is spent. 

I do not propose to talk about the incidence of taxation and 
its weight, or monetary policy. But all these things will become 
increasingly important, since we seem to be lapsing into a fresh 
cycle of “unbalanced” budgets. The Sydney Morning Herald 
has rendered signal service by the articles which it has been 
publishing on finance and taxation, and most of us are now able 
to appreciate the benefits and dangers from the respective 
policies of borrowing, taxation, or credit expansion. 

Credit expansion is the policy from which we have most to 
fear, because it operates in a manner similar to that of drugs 
to the human body. The more you take, the more you need. 
Once a government embarks upon an expansionist policy, how- 
ever honestly it intends to control it and taper off at the proper 
time, it will invariably be found impossible to do so. Instead, 
there will be found abundant reasons why the policy should be 
continued. 

I am incorrigible in believing that monetary policy is not a 
matter that can safely be left in the hands of elected representa- 
tives without careful safeguards. Mere election does not confer 
competence, and it frequently produces relationships which make 
an unfettered judgment impossible. I see no reason for believ- 
ing that a political party, merely because it becomes the Govern- 
ment, should be able to over-ride the considered opinion of the 
Commonwealth Bank, any more than that the Government should 
over-ride the decisions of the Arbitration Court on wage-fixing. 
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If it does, it should do so openly and by the same method, viz.: 
by Act of Parliament. And even here, Parliament should supply 
itself with machinery for effective consideration, which should 
transcend party lines, otherwise Parliamentary approval to a 
government proposal to change monetary policy may be just as 
much a formality as is its present control over the public finances, 

It is this latter matter that I wish to discuss with you to-night. 
Parliament has abdicated its control of finances, leaving the 
taxpayer defenceless. And because of this abdication a shrewd 
blow has been struck at the foundations of popular government. 

That Parliament has abdicated its control is clear from official 
utterances of Commonwealth and State Ministers. Both Mr. 
Theodore and Mr. Bruce in the Federal House asserted that 
“We had got away from the healthy practice of Parliamentary 
control of the Purse,” while the present Premier, on his appoint- 
ment as Treasurer of N.S.W., wrote, in 1928, that the Budget 
as it then stood was unintelligible to any but a Treasury expert. 

It is because I believe that effective Parliamentary control of 
the Government in matters of finance is vital to the retention 
of popular government that I recur to the subject again to-night. 
We have ample machinery to see that money is spent honestly, 
but little to ensure that it is spent wisely. 

I shall assume that you are familiar with the general scheme 
of public budgeting. The ideal budget system is one which 
satisfies certain criteria which cannot be discussed to-night. But 
it is worth noting how far our budget system falls short of the 
ideal. For example, one criteria of good budgeting is that the 
Budget should reveal all the operations of the Government. If 
it does not the people are misled. In our State, there are impor- 
tant activities of government, e.g., the Main Roads Board, and 
the Meat Industry Board, which find no place in the Budget 
papers. It is perfectly legal, of course, for Parliament has said 
that it does not wish to deal with their finances. But their 
exclusion distorts the picture of the public finances, and obscures 
the taxation position. 

Again, it is fundamental to our theory of popular control that 
the Parliament should “vote” (we call it “appropriate”) money 
before it is spent. If it does not do so, it cannot control the 
Government. That it does not do so can be seen from the 
N.S.W. Budget papers for 1938-39, where Parliament was asked 
to vote £1,449,093 that was spent without its authority in 1937-38. 
The effect of this policy is far-reaching. If the Government 
can spend a couple of millions without asking for Parliamentary 
approval, why ask for its approval at all? The usual defence is 
that this expenditure is emergent and unforeseen. But there are 
two replies to that. The first is that there is a Treasurer’s 
Advance Account of. £150,000 for that kind of expenditure. 
And, therefore, there is no necessity for a second account. And 
if £150,000 is not enough, it ought to be increased. The second 
answer is more fundamental. A glance at the items shows that 
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they are neither emergent nor unforeseen. (See Auditor General’s 
Report for 1938, p. 83-86.) They are regularly recurring items 
of expenditure, and the effect of not including them in the 
Budget is to put a better picture of the finances before the people 
when the speech is being delivered than would otherwise be 
possible. And there is always the hope that revenue will have 
been understated and therefore sufficient to meet the increased 
expenditure. 

If Parliament really valued its control, it would insist, as in 
other countries, that the Budget was presented before the begin- 
ning of the financial year instead of at varying dates during the 
year to which it applies. How can anyone maintain that Parlia- 
mentary control is a reality when the Estimates are seldom 
passed until half-way through the financial year, or to take an 
extreme instance, when Mr. Lang was Premier and Treasurer, 
at the end of the year to which they applied? Again, there are 
reasons given in justification of the policy. Most are excuses. 
It is said that members want to have the Auditor General’s Report 
to aid them in the examination of the accounts. That would be 
valid if it were not for the fact that the Auditor General’s 
Report is not used, unless to resort to personalities. It is also 
a commentary upon Parliament’s attitude to the Auditor General 
that his reports are more often regarded by Members as indicat- 
ing excessive zeal on his part, rather than as providing the 
material which would enable Parliament to protect the people. 
(For a list of defects and irregularities, reference should be 
made to the N.S.W. Auditor General’s Report, 1938, Appendices 
Iand XV.) 

Here, then, are three urgent reforms of a machinery kind, and 
yet they go to the fundamentals of popular government: 


1. The Budget should contain a complete picture of the public 
finances, not merely a part. 

2. Money should not be spent until Parliament has approved, 
and if emergent expenditure is unavoidable, then it should be 
authorised by supplementary estimates. 

3. The Budget should be presented before the beginning of 
the financial year, and not some months after, when a consider- 
able portion of the year’s expenditure has been disbursed. 


Perhaps the most important reform of the Public Accounts 
in this State was made when Mr. Stevens appointed a Budget 
Committee in 1928. That Committee laid bare many defects in 
our budget system and in the form and substance of the Accounts. 
Many useful suggestions were adopted and then discarded, but 
the idea of the Budget Committee persisted, and now there is a 
permanent division of the Treasury in N.S.W. continuously 
engaged in examining estimates of revenue and expenditure, and 
in keeping the Treasurer apprised of trends and developments. 
Properly developed, it will arm the Treasury with a control com- 
parable with that exercised by the Comptroller of Finance at 
Whitehall, or by the Bureau of the Budget in Washington. 
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Parliamentary reform for handling the finances lags because 
members are indifferent to their rights and obligations. As | 
have said, they have abdicated the control of the Purse, and 
every day sees the power of the Executive strengthened. Parlia- 
ment needs two agencies in addition to the Auditor General, who 
is Parliament’s officer. It needs a Standing Committee on Finance 
which should review the Estimates before they are “passed.” 
And it needs a Public Accounts Committee to examine expendi- 
ture after it has been incurred and disbursed. In N.S.W. we 
have a Public Accounts Committee, but it is so supine and per- 
functory in its operations that it might just as well not exist. 
The Commonwealth Government suspended the Federal Public 
Accounts Committee in 1932 and, despite promises to re-consti- 
tute it, has not done so. Were the people alive to their defence- 
lessness, they would insist that the Public Accounts Committee 
be re-constituted forthwith. 

The Public Accounts Committee is essential for three reasons: 


(1) It would re-assert Parliament’s right to control the Purse. 

(2) It would resolve the divergencies which have been evident 
for some years between the Commonwealth Treasurer and 
the Commonwealth Auditor General. 

(3) It might pave the way for the presentation of the Public 
Accounts of all the Governments of Australia upon uniform 
lines. The need for this is daily more urgent. The Grants 
Commission repeatedly complains that it is hampered in its 
work by divergent systems of public accounting. And the 
work of the Loan Council is similarly hampered. 

This institute would render service if it headed an agitation for 
the re-establishment and re-organisation of the Public Accounts 
Committee. 

Finally, Parliament needs to tighten the system under which 
Trust Funds are used by all Governments. In this State we have 
had salutary lessons of the evils which flow from the uncontrolled 
use of Trust Funds, e.g., at the time of the failure of the Savings 
Bank. And, despite the very carefully argued explanation of 
Commonwealth Trust Funds by the Treasurer, Mr. Casey, the 
fact remains that the existence of Trust Funds enables the 
Treasurer to maintain a rate of expenditure in excess of that 
which he has disclosed to Parliament in his Budget. 

In these days of financial stress, we cannot afford to have 
incomplete pictures of our finances, nor should we tolerate slip- 
shod methods in handling public expenditures. With a national 
debt approaching £1,300,000,000, and an annual interest bill of 
nearly £50,000,000, the stakes are sufficiently high to warrant a 
movement for financial reform. 


Read— 
Bland: Budget Control. 
President Roosevelt's Committee on Financial Re-organisation. 


Hills and Fellowes: The Finance of Government. 
Buck: Public Budgeting. 
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Budgeting —A Preliminary Survey —| 


By R. A. Hickrn, A.1.c.A. 


The science of budgeting is of quite recent development, at 
least as applied to ordinary commercial undertakings. Everyone 
has a vague idea of the nature of a budget, for we have all, 
unfortunately, some interest in the annual budgets presented to 
the Parliaments of the Commonwealth and States. Guided by 
this general knowledge of the functions of a budget, we may 
proceed to a definition of a business budget such as would apply 
to the particular concern in which we happen to be interested. 
For the purposes of the present survey we may define a business 
budget as a scientific estimate of business activity covering a 
future specified period. 

Such an estimate, even if only in an abbreviated form, is 
essential to the successful operation of most modern concerns, 
for unless there is a defined aim and a workable programme, 
there is likely to be much wasted and misdirected effort. An 
abbreviated budget, however, does not provide the help that a 
budget should provide, and disappointment and disillusionment 
is liable to follow its use. It is essential, therefore, that the 
methods of preparing budgets in sufficient detail so as to provide 
a full, reasonable and practicable programme and aim, should 
be thoroughly understood. It is better to postpone the applica- 
tion of budgetary principles and practice for another year, 
rather than hastily to compile a budget and be as quickly con- 
vinced of its worthlessness. 

The most commen conception of a business budget is the 
Profit and Loss, or Revenue, Forecast. This is undoubtedly 
the most useful to management, other things being equal, and 
consequently it is permissible, when planning a budget procedure, 
to think mainly of this statement. But before a Profit and Loss 
Forecast can be compiled, there must be profound research, both 
extensive and intensive, into the conditions which have produced 
certain results in the past, and the expected conditions during 
the budget period. Often, especially in large concerns, there will 
be several supplementary budgets from which the Profit and 
Loss Forecast will be compiled. These will be dealt with in 
the order in which they are commonly made up in practice. 

The budget period is, usually, the period of the Financial 
Reports ; that is to say, the budget will usually cover the operations 
of a full trading year. The purpose of this budget is to present 
to management a picture, faithfully drawn, of the situation of 
the business at the end of the budget period. For practical 
purposes, however, this annual budget is, when it stands alone, 
almost useless. For week by week and month by month super- 
vision of operations there must be detailed schedules prepared, 
in themselves supplementary budgets, and when the business is 
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spread over a fairly large area they should be prepared regionally, 
so that those responsible for business in each district or territory 
will have a guide by which to plan their procedure and to criticise 
their results. The frequent comparison of detailed budgets with 
actual results is the most important duty after the budgets have 
been prepared and approved. This will receive treatment later, 
after the various budgets have been fully explained, but mention 
of the fact will probably help to fix attention upon the purpose of 
the budget, which is to forecast, accurately, the operations over 
a given period, so that any difference between budget figures and 
actual results may not be passed off as inseparable from budgeting, 
but may be regarded as variations due to causes which must be 
ascertained and clearly set down. Therefore the task of com- 
paring budgets with results should be the duty of a chief executive 
in charge of the budget programme, who will be assisted in his 
criticism by the departmental heads responsible for the various 
units of the business. 

It is not to be expected that the first budget will be free from 
errors of judgment and omissions and oversights. But these 
weaknesses should be eliminated in subsequent budgets, and even 
in the first year’s estimates careful enquiry beforehand, and 
thorough examination of the budgets with statements of actual 
results for past periods, will do much to detect miscalculations 
and other errors, before the budget plan is placed in operation. 

The first essential, then, to the introduction of a budget pro- 
gramme, is a systematic analysis of past figures. 

This will take the form of an enquiry into market conditions, 
price levels, competition, etc., in their effect upon turnover; the 
efficiency or otherwise of personnel, selling and administration 
methods, accounting control; the factors producing the cost of 
goods sold, and the relation of the cost to the turnover ; advertising 
media, and their respective effects, as far as these may be 
ascertained, upon sales; the expenses of distribution ; the adequacy 
of the sales staff; the suitability of the plant, in a manufacturing 
concern, and the incidence of depreciation; the adequacy of the 
accounting and general office records; and any other influences 
which may bear upon results. 

It may be necessary to go back beyond the present financial year 
in order to make this enquiry truly informative, as conditions are 
never the same, and so much needs to be considered in formulating 
a budget programme that nothing must be-left to chance. The 
nature of the business, and the factors operating, will be a guide 
as to the extent to which the enquiry is desirable, but generally 
speaking a period of at least two years should be investigated. 

There will be some expenses that are independent of the volume 
of business done, such as, to a certain extent, rental of premises, 
and salaries of the administrative staff. Other expenses will bear 
a direct relation to turnover, such as most of the items comprising 
delivery, warehouse charges, and other items. 
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Specific conditions will indicate’ the most practicable starting 
point in budget preparation. It may be possible to decide upon 
a minimum net profit required to maintain a satisfactory dividend, 
and work back to the question of turnover upon this basis. This 
is advocated by many as a starting-point; but only in a very few 
businesses will it be found possible to use this method. For most 
concerns the logical enquiry which precedes all others is in respect 
of the volume of turnover to be aimed at. And as sales are 
dependent upon so many contributing factors, such as price levels, 
general trade conditions, competition, advertising appropriations, 
etc., it will usually be found that the original rough estimate of 
turnover will require considerable modification before a satis- 
factory estimate can be arrived at for use as a basis for the budget. 

It is not proposed in the present article to deal in detail with 
any particular phase of budgeting, but rather to draw a compre- 
hensive picture of the problems that face the budget executive. 
However, there are certain considerations in respect of the sales 
budget cf which mention should be made. 

The volume of business achieved in the present financial year is 
the first factor to be considered. This result has been achieved 
because of, or in spite of, certain conditions, the chief of which 
are :— 

Price of each commodity. 

Personnel of sales staff. 

Competition. 

Advertising appropriation and selling procedure. 
General efficiency of organisation. 


Vr WN 


These factors should be weighed individually. Especially is 
discrimination necessary in relation to the price of each com- 
modity, but more will be said of this in a moment. A word of 
warning in respect of personnel will probably not be out of place. 
No individual concerned in any department of the business must 
be allowed to regard himself or his decisions as infallible. This 
applies with equal force to the chief executive and to the humblest 
metaber of the staff. But the warning is directed particularly to 
those who are responsible for decisions on policy and administra- 
tion. The office and sales employees have little opportunity of 
indulging in self-exaltation, but the general executive is subject 
to very little control and is in consequence apt to conceal and be 
complacent over his mistakes. This attitude is a disastrous one, 
and because of its prevalence needs special mention here. There 
must be perfect frankness on the part of the higher officers of 
the business, and a willingness to admit and profit by errors of 
judgment so that their effects will not be perpetuated in subsequent 
periods. There is hardly a more pernicious influence in any 
business than that of the executive who vigorously condemns 
mistakes in others while passing over his own errors with a smile. 
Let such a person beware of the budget, for it is a weapon ideally 
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framed for bringing his faults to the bar for judgment. It is 
apt to remark at this stage that one of the results of an efficient 
budget system is the discovery of inefficiency where it exists, and 
the budget is no respecter of persons. The executive who finds 
that his mistakes or carelessness have caused loss in the past must 
take the revelation to heart and determine that the same cause of 
failure shall not happen again. The adoption of a scientifically 
compiled budget will do much to deepen the sense of individual 
responsibility on the part of each officer in control of any unit of 
the business. 

For the preparation of the Sales Budget it will first be necessary 
to review each line of product or merchandise individually, where 
this is at all possible. The extent to which this may be practicable 
is a matter for decision on the spot, and cannot even be suggested 
here. Where the concern is a large emporium this method is, of 
course, impossible, but the same principle should guide the review. 
In such a case it will be convenient to group this merchandise 
under certain recognisable classifications, so that the factors of 
price, competition, etc., may be considered in their relation to 
each. 

The prices of some lines are more or less fixed and constant, 
but the possibility of increasing the volume of turnover by a price 
reduction, while at the same time maintaining or improving the 
net profit, should never be lost sight of. A decision to reduce the 
price of an article demands courage, but when the conditions 
point that way it should be unhesitatingly made. On the other 
hand, the same result may sometimes be achieved by a more 
careful selection of advertising media, and, in the case of a retail 
store, by an improvement in the attractiveness of the premises by 
better lighting, etc., or by the use of more arresting displays, 
modernisation of equipment, and so on. The incidence of periodic 
“sales,” when the volume is increased but the margin of profit 
reduced, is another factor to consider. 

The consideration of the factors “Competition” and “Adver- 
tising Appropriation” should go hand in hand. In the case of 
package goods such as chemists’ and grocers’ sundries, the 
attractiveness of the package is a material factor in influencing 
sales of the goods, and this matter should have the constant 
attention of the management. In a similar case, the occasional 
variation of size may be considered, such as the introduction of a 
larger size with the advertising directed towards stressing economy 
in use, or of a smaller size to capture the popular market. Some- 
times when a line fails to respond to promotional activity owing 
to the prevalence of extravagant competitive advertising claims, 
it may be expedient to suspend promotion and ultimately to pack 
and market the line in a different package and under a different 
trade name. 

Sales of most types of product respond to an intensive special 
media campaign, and often the effect of a proposed method of 
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advertising may be tested by using it in a certain district before it 
is given wider application. But this is a matter that belongs to 
a more exhaustive treatment of the subject than is possible in an 
introductory article. It is sufficient here to suggest that the means 
of sales promotion are almost unlimited, and sufficient thought 
should provide a novel and effective method when required. The 
Advertising Budget demands very careful and skilled attention. 
It is very easy to spend thousands of pounds in an unproductive 
way, but the task of allocating the advertising appropriation so 
that every pound tells in increased sales or interest in the product, 
is one that requires expert knowledge of the advertising field. 
It is most unwise to trust to a general “lump sum” appropriation 
for advertising in the hope that the movement of events will 
indicate the most profitable means of expenditure. The advertising 
manager who has only a lump sum allocation to guide him, and 
who does not himself plot his expenditure in detail at the begin- 
ning of the period, is in much the same position as the mariner 
who sets out upon a commercial voyage with no particular 
destination or ports of call in mind. He will find at the end of 
the budget period that he has either over- or under-spent his 
appropriation, or that if, happily, he has spent no more and no 
less than his limit, his campaigns have lacked fifty per cent. of 
their potential pulling-power through the want of careful planning. 
The two major advantages of budgeting in detail for advertising 
expense are:—(1) It ensures that a careful plan, fully criticised 
before adoption, has been formulated, and that nothing has been 
left to chance; and (2) it enables the executive to apply his mind 
during the budget year to the task of perfecting his copy, designs, 
lay-out, etc., free from the nagging uncertainty as to the sequence 
of promotional efforts. 

The Selling Expense budget calls for attention contempora- 
neously with the Sales and Advertising budgets. 

The volume of sales having been pre-determined, the next step 
is to ascertain the delivery, warehouse, packing expense, etc., at 
so much per thousand or per gross, of goods sold. For this 
purpose, there are two enquiries to be made. First, an investi- 
gation of actual costs of materials used, labour employed per day 
or week, cartage contracts, rental and lighting expense, etc. The 
expense of each item will then need to be calculated according 
to the quantity of goods expected to be sold, regard being had to 
those items of expense which are not directly related to volume 
of output. In these calculations, it should not be necessary to 
stress the thoroughness with which the work needs to be carried 
out. Having ascertained the probable cost of these goods and 
services for the budget year, the next enquiry is directed to 
ascertaining the cost of each in the past financial periods. A 
detailed analysis of the sales expense group of accounts will be 
necessary, and any differences in costs of goods or services 
between the past and the budget year should be borne in mind. The 
two sets of figures should then be compared with a view to locating 
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any errors in the original computations. Thus a check is available 
to the budget officer, which should assist him in planning and 
tabulating his expenses accurately for incorporation in the com- 
plete Profit and Loss or Operating Budget. 

The salaries or sales staff, interior and exterior, are usually a 
large item in the sales expense budget, but they are comparatively 
simple to arrive at. Past experience will have determined whether 
the existing staff is adequate and efficient, and this will be a guide 
as to the desirability of increasing or decreasing the number of 
those employed, and the possibility of improving the general 
efficiency of the workers. In this latter respect, there is room for 
the opinion of experts. Many factors will have to be considered, 
The suitability of the present premises as an environment for 
promoting efficiency in the employees, the standards of wages, 
recognition of services, promotions, etc., are all vital factors, 
and have a direct bearing on the general level of achievement. 
It is not always the individual employee’s fault that he is unable 
to rise to the level expected. There may be reasons which a 
wise and sympathetic consideration of his situation could help 
to remove. The knowledge that every member of the staff may 
obtain advancement by diligent and intelligent application to his 
duties will do much to rid the personnel manager of much of his 
harassing worries. 

Often an increase in the number of outside representatives will 
enable a saving in advertising expense to be achieved, and vice- 
versa. The nature of the particular business will indicate the 
desirability or otherwise of a large staff engaged on exterior 
activities; or whether the money paid out in their salaries could 
not be more profitably employed in some other way. 

No reasonable expense should be spared in providing congenial 
working conditions for the staff, both interior and exterior. Much 
has been done by large houses in recent years in recognition of this 
fact, but in many concerns the staff is regarded as an expense 
rather than a potential asset worthy of careful attention. A happy 
staff combined with attractive premises will do much to attract 
custom. From the customer’s point of view, which is one we all 
can appreciate, it is better to buy where one is treated willingly and 
patiently, than in some other places, instances of which spring to 
mind, where the service is desultory and grudging. This is 
sufficient inducement to the progressive executive to lose no 
opportunity of perfecting the training of his personnel. A well 
trained and contented staff is positively the most valuable asset 
any business which deals with the public could possess. 

In budgeting for selling expense, therefore, regard must be had 
to these matters, as well as to innumerable others more intimately 
arising from the particular circumstances. The calculation of the 
expense is the first step, but the result must be soberly compared 
with past periods, and the pros and cons of each possibility of 
improvement thoroughly weighed, before the figures are considered 
to be ready for inclusion in the final budget. 
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Reserve Funds 


Mr. A. Clunies Ross makes the following comments on the 
note on the above subject which appeared in the April issue of the 
journal : 

1. What is meant by the word “fund” as used in a Section 
of the Companies Acts (N.S.W. 109; South Australia 148; 
Tasmania 116; Victoria 124 (5))? If it is used in what I 
think is the proper sense, it is a specific investment. How, then, 
can it possibly not exist—unless someone has stolen it ? 

But the Section (except in Victoria) talks about “what propor- 
tion (if any) is used in the business’”—which seems to indicate 
that the word really refers to any appropriation of profits, 
whether a specific investment is made at the same time or not 
—the “fund” is then what I prefer to call a “reserve.” If so, it 
covers any reserve—specific or general—and might even include 
so-called reserves for depreciation and bad debts. Do they 
“actually exist”? If so, are they invested in the business? This 
second meaning seems to be the one which the inventor of the 
Section had in mind. This implies that it is necessary to make 
a remark on a balance sheet about any item on the liability side 
that is labelled “reserve”—which seems to be more than is neces- 
sary to achieve the probable purpose of the Section. 

2. I agree with the idea behind “under the directors’ control” 
has not much to do with the question. The only case that occurs 
to me where assets might not be under their control is when they 
have put some fund aside in trust (e.g.) for employees; the 
directors might agree, with the company’s consent, not to touch 
such fund without a company resolution. 

3. It is interesting to note that the draftsmen of the new 
Victorian Act were evidently troubled about the meaning of “used 
in the business.” That Act repeats the phrase “actually existing,” 
but replaces the second requirement by “a statement showing 
the manner in which and the securities upon which the same is 
invested.” 

This does not make us quite happy, but it does indicate that 
the “fund” is on the liabilities side. We still want to know, how- 
ever, whether a “fund” represented wholly or in part by assets 
not specifically put aside, is invested “upon” any securities. 


To which the Editor adds: 

1. The confusion that arises because of the conflicting views 
as to the technical meaning of “reserve fund” were discussed in a 
paper given to the Australasian Congress on Accounting, 1936, 
a published in the Proceedings of the Congress, at pages 

-172. 

Briefly, there are two schools of thought—one which regards 
a reserve fund as profits withheld from distribution, whether or 
not they have been separately invested, and the other which makes 
separate investment the distinguishing feature of a reserve fund, 
as compared with a reserve. 
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The old Victorian Act, and the Acts of the other States men- 
tioned by Mr. Ross, are apparently based on the first view, but 
it is thought that the other view is rapidly coming into common 
acceptation amongst accountants, for the reason that it is more 
consistent with the ordinary connotation of the word “fund.” 

The Acts of States other than Victoria contemplate the pos- 
sibility that a reserve fund may be used in the business, but the 
Victorian Act now makes it clear that it is not proper to use 
the term “reserve fund” unless it is separately invested. To that 
extent, the new Act has made a substantial contribution towards 
the clarification of accounting terminology. 

2. Mr. Ross is apparently worried about the use of the words 
“actually existing.” The Acts make it an offence to issue a 
balance sheet or other document, containing any direct or indirect 
representation that the company has a reserve fund unless such 
reserve fund is actually existing. These words must be inter- 
preted in the light of the meaning given to the term “reserve 
fund” by the Acts. 

In Victoria, the offence consists in the representation that there 
is a reserve fund, unless— 

(a) Profits have been set aside in a reserve, and 

(b) the reserve has been separately invested ; 

(c) both the reserve and the investment remain—i.e., the 
profits have not been offset by subsequent losses, and/or 
the investment has not been realised. 

In the other States, the offence consists simply in representing 
that there is a reserve fund, unless profits have been set aside in 
a reserve fund, which may or may not be separately invested, 
and that fund still remains—i.e., it has not been offset by 
subsequent losses. 





The Evils of Bathing 
By J. A. L. Gunn 


Lord Macaulay, a Saxon, described the homes of my forbears, 
the Highland Scottish, in the following manner: 

“His (the Saxon traveller’s) lodging would sometimes have 
been in a hut of which every nook would have swarmed with 
vermin. He would have inhaled an atmosphere thick with peat 
smoke, and foul with a hundred noisome exhalations. At supper 
grain fit only for horses would have been set before him, accom- 
panied by a cake of blood drawn from living cows. Some of 
the company with which he would have feasted would have been 
covered with cutaneous eruptions, and others would have been 
smeared with tar like sheep. His couch would have been the 
bare earth, dry or wet as the weather might be; and from that 
couch he would have risen half poisoned with stench, half blind 
with the reek of turf, and half mad with the itch.” And all this 
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abuse to justify the massacre of Glencoe by his little invert god, 


King William III!! Now, there is nothing more delightful than 
om sitting over a peat fire; one hundred noisome exhalations must 
ore be a record for one evening; oatmeal produces wonderful men 
4” and horses; the “itch” was scabies, and the application of tar is 
oot an excellent remedy ; as for the bare earth, like the winter wind, 
the its unkindness is not so great as man’s ingratitude to this noble 
use people. , 

hat Macaulay was weak at mathematics; any fifth-form schoolboy 


rds | Would have written one-third poisoned; one-third blind, and 
| one-third mad. Macaulay derides the race destined to rule the 
rds British Empire and the United States. 

It is frankly admitted that this great race abominated soap. 


“i In Whitelock’s Memorials, 1732, p. 468, a complaint is made that 
uch the ladies did not wash their hands and faces “above once a year,” 
ter | and see Franck’s Northern Memoirs, 1821, at p. 94. Sir Archi- 
rve | bald Grant, in Spalding Club Miscellany, vol. ii, p. 100, 1842, 


grumbles that “table and body linen were seldom shifted.” What 
of it? The historian of to-morrow, gazing at the ruins of Sydney 
Harbour Bridge, will accurately assess the part played by the 
undue use of soap and water in the decadence of the human race. 
The signs of this decadence are already upon us. The follow- 
the | ig are two very recent decisions of the English Courts: 
Jot In Griffiths v. Peter Conway Ltd., [1939] 1 All E.R. 685, the 
plaintiff purchased from the defendants, who are retail traders, a 
: coat made of Harris tweed, a Highland material. The coat was 
ing specially made for the plaintiff. Shortly after she began to wear 
= Ff it, she developed dermatitis. She sought to recover damages 
ted, § from the defendants on the ground that there had been a breach 
by B of the condition implied by the Sale of Goods Act, S. 14 (1), 
in that the article was not reasonably fit for the particular purpose 
for which it was supplied (as to this Section, see Stevens Mer- 
cantile Law, Aust. Ed. at p. 228). At the hearing, it was found 
as a fact that the plaintiff’s skin was abnormally sensitive, and 
that there was nothing in the cloth which would have affected 
the skin of a normal person. The abnormality of the plaintiff’s 
skin was not made known to the seller. The English Court of 


lere 


5 Appeal held that S. 14 of the Sale of Goods Act did not apply 
-_ in the present case, because what was being dealt with here was 
vith something abnormal, which no seller would assume to exist. 


neat Undoubtedly, in the above case, the abnormality was occasioned 

per by the undue washing of the skin, which, when subjected to 

a daily baths, loses its natural lubrication and becomes acutely 
sensitive. 


o Much worse is to follow: 

on In Mayne v. Silvermere Cleaners Ltd., [1939] All E.R. 693, 
the the plaintiff sent a suit to the defendants to be cleaned. After 
that @ Tcelving it back, he did not wear it for a period of six months, 
lind being, during that time, in mourning for his mother. The suit 
this @ 2S wrapped in tissue paper and put in a wardrobe. Upon 
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wearing the suit at the end of that time, the plaintiff developed 
dermatitis. The defendants, who cleaned some 2,000 suits each 
week, were unable to give evidence of the handling of this par- 
ticular suit in their works, but gave evidence that their methods 
and materials were the best possible, and supported this by expert 
scientific evidence. Croom-Johnson J. held that the plaintiff's 
illness was something which ought not to have happened without 
negligence on the part of the defendants and, upon these facts, 
the plaintiff was entitled to recover. Damages were fixed at 
£79/7/6. 

Now, a suit lasts in the Highlands some 15 to 20 years, and 
the necessity for cleaning it rarely, if ever, arises. Only a major 
accident, such as a burst haggis, would give occasion for such a 
calamitous expenditure of money. If ever the Highland Scottish 
become so decadent as to make a habit of having their suits 
cleaned, then I trust that their itching posts will be removed by 
day, and that their nights will be filled with fitful slumber. 





Bedrock Principles 


The Accountants Publishing Company is to be congratulated 
on breaking new ground, so far as Australian accountancy 
literature is concerned, by bringing out A Philosophy of Accoun- 
ting, by Louis Goldberg, a Master of Commerce of Melbourne, 
and an Associate of the Commonwealth Institute of Accountants. 

The word “Philosophy” may sound dry to some possible readers 
but they should remember the derivation of the word: it is love 
of knowledge or of wisdom. Obviously any man who aims to be 
anything more than a mechanical bookkeeper should have a desire 
to know what kind of wisdom has led to the development of the 
methods he uses. If he knows, he will be nearer to loving his work 
and that means desiring to learn its full possibilities. 

How, then, does Mr. Goldberg lead us to the wisdom that 
underlies accounting as we know it? By, at the outset, setting 
out a number of definitions by leading writers of “bookkeeping,” 
“accounting,” and “accountancy,” and by drawing distinctions 
between them. This is, of course, the scientific approach: no 
scientist dares to use a term until he has first defined it—nor, 
indeed, until his definition has received the approval of other 
workers in the same field. 

As a natural consequence of this approach, the next point is: 
“Ts Accounting a Science?” One of the perils that confronts any- 
one who asks such questions is that he may take up so much 
space with wordy discussion about words that a reader finds 
himself “led up the garden path” to nowhere in particular. Mr. 
Goldberg skilfully avoids this temptation by deciding definitely 
that accounting is a science because it “comprises a body of 
demonstrated truths . . . can become a highly useful engine of 
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thought, serving to point the way to new truths.” Thus he adds 
to any accountant’s pride in his work. 

Another resemblance to any other scientific study is that the 
author finds he cannot go far with his analysis without introducing 
one or two new terms: “new,” that is, in the sense that they are 
not everyday terms. The reason for introducing them is that 
most everyday terms tend to be misleading because of their varied 
associations in the minds of different readers. His first word is 
“equity’—in nearly the sense of “claim,” but better because it 
has a more exact meaning in law. We meet “the theory of 
equities” —that the assets of an enterprise are equal to the equities 
of a number of people in them. In other words, every enterprise 
owns assets whose values are set down in terms of the “account- 
ing unit” (Australian money) against which some persons have 
equitable claims, also stated in terms of the unit. This is a simple 
enough statement, but its implications stretch throughout the 
whole domain of accounting: just as Newton’s third law that 
“action and reaction are equal and opposite” is very simple, but 
its mere statement has had profound results in engineering and 
other practical applications of scientific “theory.” 

At a later stage, in fact, Mr. Goldberg sets out four equations: 
(i)—already stated—E = A (where E is equities and A is 
assets); (ii) E = L + P (where L is liabilities and P is pro- 
prietorship) ; (iii) L-++ P= A; (iv) P= A—L. He then says 
that “they are as eternally true and as universal of application in 
the field of accounting as are the laws of motion in the field of 
dynamics, or the general axioms in the field of Euclidean geo- 
metry.” This claim for symbolic statements of accounting funda- 
mentals is wide; possibly an enthusiast has been run away with 
by a favourite steed. But enthusiasm should never be deprecated 
so long as it leads us steadier riders in the right direction. Let 
us rejoice that we have found a man who can write what is 
almost poetry about our humdrum (as we are wont to think of 
them) ledgers and journals. 

But our author does not forget that the question will be arising 
in some minds: “When is he going to reach some real figures?” 
They come quite soon: after reminding us of the necessity for 
exact meanings of purchase and sale; of income, expenses, profit, 
and proprietorship, he leads us to an ordinary-looking simple 
balance sheet. One difference will, however, be noted at once: 
the left side is headed “Equities,” thus disposing in one word of 
the resistance many of us feel to putting “Capital” under the 
heading of “Liabilities.” The two types of equity “instead of 
being of the same nature are sharply antagonistic” (to quote C. E. 
Sprague, The Philosophy of Accounts). 

The balance sheet leads to the reminder that it, though later 
referred to as the “central theme of accounting,” is only a snap- 
shot of, as it were, a moving motor car. Without something more 
like a movie, it does not give a very clear conception of how an 
enterprise is progressing; a balance sheet might even conceal the 














260 THE AUSTRALIAN ACCOUNTANT MAY 


fact that the car was in reverse. Some form of Revenue State. 
ment is an essential adjunct as providing the details of the change 
in proprietorship between one balance sheet and the next. This 
is a healthy departure from an attitude that is only too common; 
it is easy to think, after intensive study for examinations or 
continued attention to the routine keeping of a set of books, that 
it is a mere mathematical curiosity to find the balance of a Profit 
and Loss Account fitting into a balance sheet and “making it 
balance.” 

“The Mechanism of the Account” shows how each of a series 
of typical transactions should be interpreted by reference to 
changes in two of the three fundamental properties of an enter- 
prise: assets, liabilities, and proprietorship—a procedure that 
gives journal entries a new life. For instance, we are informed 
that the spending of £12 on sundry expenses means that proprietor- 
ship is decreased through the expense while the asset, cash, is also 
decreased through the payment. At first meeting, this and similar 
analyses of other transactions are hard sayings; nevertheless, the 
line of thought should be followed out by anyone who wants to 
know the true inwardness of accounting. 

But—just one warning! Notice carefully how the author uses 
his words. He says, for instance, that a purchase of raw mate- 
rials for cash involves a diminution in proprietorship; he means 
“proprietorship” as actually recorded in the books at that moment. 
If the statement is understood in that way, it is necessary to say 
later that, when stock is taken at a balancing date, there is “an 
increase in the asset, stock on hand, with a corresponding 
increase in proprietorship” ! 

In “Books of Account” and “The Preparation of Final State- 
ments,” a younger student will recognize much of his text-book 
detail, but in fresh surroundings; they are thought-provoking, 
if he will let his brain work. The older one will find in the 
discussion on “adaptability” and “form” many points of interest 
even if he is aware that “flexibility,” “adequacy,” “accuracy” 
and “promptness” should be characteristics of any accounting 
system. 

The author will perhaps forgive one or two regrets. A first 
is that, himself an economist and an accountant, he put his 
economic science and his accounting science in different mental 
compartments—otherwise, he would not have retained that irritat- 
ing term “money’s worth” when he meant assets; nor would he 
have made such a remark as “the value of the capital is equal to 
the value of the asset.” This book could have provided fine scope 
for exhibiting the relations between the two sciences: relations 
that should be realized by both “practical” accountants and 
“theoretical” economists. Will he forgive the antithesis? 

The book has, however, another message which should appear 
from this short summary—it is a message of importance both to 
beginner and to expert, both to the practising and the commercial 
accountant. A. Ciuntes Ross. 
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Commonwealth Institute Presidential Address 


(Delivered to the Annual General Meeting of the Commonwealth 
Institute of Accountants, at Hobart, on March 16, 1939, by the 
General President, Mr. S. W. Griffith, F.1.C.A.) 


The Annual Report which has been presented to you at this, 
the 52nd Annual General Meeting, is, as it should be, an historical 
record of the proceedings of the past year. At this stage I have 
no intention of dealing in particular with the features of the 
report. These can be dealt with in the discussion which will 
take place; but, in general, I must say that I think it is a state- 
ment of achievement. It indicates that the worthwhile objects 
of the Institute are being faithfully observed. It goes further 
and shows that there is a definite intention that the Institute 
will take its proper place in shaping the welfare of its members, 
recognising that they have an accountability to all, as well as to 
special interests in the community. 

It seems to fall, from custom, to the lot of the President for 
the time being to express his own views on matters of internal 
concern and those with, perhaps, a wider significance. Such 
views as I may so give are presented with the hope that they 
may serve as some guide or basis of future policy. 

By matters of internal concern, I mean those which affect 
the interest of existing members. Membership of this Institute 
has been obtained only by reason of individual ability and indus- 
try, with, in numerous cases, great sacrifice. The Institute 
realises the value of members so equipped. It wants members 
on their part to appreciate their responsibility to it. This is an 
obligation in return for their standing in life. It can be dis- 
charged, in some measure, by a proper observance of the ethical 
rules promulgated by the Institute. The Institute knows, in some 
respects, what are its obligations to its members. These may be 
summarised in one word: “service.” The “service” which the 
Institute must render to members seems to me capable of taking 
many roads which, however, all lead in a definite direction— 
to improve their status and to equip them so that in their daily 
vocations, they may have the satisfaction of worthwhile achieve- 
ment. The report bears evidence of more than mere attempts 
to render “service.” If in some respects it does not go suffi- 
ciently far to meet the specific needs of members that can be 
remedied if members will co-operate to the extent of making their 
Tequirements known. 

Outside the field of our own self-interest there is scope for 
the activities of the accountant. Paramount amongst these 
comes the contribution he can make as a citizen to the public and 
social life of this Commonwealth. A very large number of 
members are playing their part in this social and public work, 
but there is still room for more. Every one of us is able in his 
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own sphere to render some assistance. Whatever standing or 
capacity we have, it has been attained and made possible by the 
unselfishness of those who have preceded us. One should never 
forget that it was this generosity of others which made available 
to us the contents of their storehouses of knowledge, thought and 
experience, and gave us the many advantages which we now 
enjoy. By reason of his specialised training, the accountant is 
able to play an important part in the future prosperity of this 
country. It needs but a beginning to be made by each of us. 
We will then find, in the course of events, that the field for our 
labours will expand. 

It is but two years ago that this Institute celebrated its Jubilee. 
We took that as an occasion to review the events of the past 
and the progress that this Institute, and the profession itself, 
had made in that long space of years. We are now, so to speak, 
at the beginning of a new epoch. The history of our first fifty 
years showed us that the general basis and the scope of accoun- 
tancy was influenced by the developments of that era. The lesson 
from the past tells us that we must be ready to face new problems 
which will surely develop as time goes on. Commerce, finance, 
industry and Government indicate the need for the education 
and training of future executives. In this respect there is a 
great trust because not only is it the money which is employed 
that has to be properly safeguarded and used, but the livelihood 
and employment of those engaged. The coming executives will 
require greater qualities of organisation, tact, driving power, 
common sense and personality. In some respects, these might 
be regarded as intangibles, but they are elements which, together 
with specialised knowledge and training, go to make our future 
leaders in the various spheres of life. A knowledge acquired 
from technical training is not alone sufficient for one properly 
to take his place in administration. In the training and the 
practice of accountancy, these characteristics must be developed if 
accountancy is to take its proper place in economic society. 

Every one of us, both as individuals and collectively, should 
show on all occasions, exactly what accountancy stands for, 
what are its objectives and its standards, and thereby enable us 
to manifest its value to the community. Effect can be given to 
this by our Institute, alone and in co-operation with other public 
bodies, and by every member taking his part in the affairs of 
this country. 

Along with this will come an appraisement in the public mind 
of the value of our professional degrees. The community will 
place its valuation on the quality of the degree and will trust it. 
Our future policy should include the importance of impressing 
upon the public the value of the training and the responsibility of 
the accountant, as well as the measure of knowledge and integrity 
which his profession calls from him. One of the worthwhile 
tasks we can undertake is to focus the views and experience of 
this great profession and make it available for such purposes. 
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Let me leave with you for consideration, the thought that, 
unless this is done, we shall suffer in prestige not only as an 
organisation but as individuals. We shall regress rather than 
progress. Lord Stamp, who is a candid critic and a friend of 
the profession, has again indicated the way that the profession 
must go. In an address last November he pointed out the present 
and future trend of accountancy. As he saw things, the com- 
munity is becoming more dependent upon the accountant for 
the application of capital resources to their most appropriate 
and profitable purposes. He, in very definite terms, suggests 
that our immediate task is to keep the world in working order. 
To this charge, he added the inference that we must shape our 
methods and plans so that we shall be able to apply them to the 
purposes of to-day and to-morrow. The following extract from 
his speech cannot be disregarded: 


“If the superior bookkeeper of one hundred years ago had been faced 
straight away, in one showing, with the vast :amifications of your profes- 
sion and the innumerable ways in which you assist, support, control, check 
and advise the community, he would have been appalled at that extension 
of his thought and responsibility; but I do not think the gulf between those 
two is any greater, if as great, as the gulf that is likely to exist between 
the kind of things you are educating your young men to do now and what 
accountants may be called upon to do in one hundred years’ time.” 


This is more than a mere didactic statement. Its truth and 
logic cannot be gainsaid. It is a truism as to the development 
which has taken place in the past. Little imagination is required 
to enable us to accept its portent. This Institute must accept 
it with all its implications. As to the future, we should take it 
as a command. In some respects, it is a challenge that we 
cannot refuse to accept. We can regard it, however, as some 
form of endorsement of our present policy. 

His comments are of special purport to the membership of 
this Institute, which is composed of members occupying varied 
positions in relation to accountancy work. The Institute com- 
prises members who are engaged in public practice, members 
employed as officers of the State and private undertakings, and 
those who have advanced to high administrative posts. The 
functions of all these classes is not divisible when we accept, 
as we must, the effect of the forces which will operate in the 
future. 

These remarks bring me to another consideration. As I have 
said, the membership of the Institute is made up of men in 
different branches of the profession. This Institute, so far as 
Australia is concerned, is not singular in this respect; all other 
Institutes have the same conditions. But this Institute, however, 
avoids distinction and shapes its service to all members. 

In my endorsement of its aspirations to raise accountancy to 
the full status of a profession, I do not subscribe to the narrow 
meaning of the term, but I accept its wider interpretation. If a 
person is and holds out to be skilled in a branch of learning, 
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such as is accountancy, and whilst he follows a vocation in which 
he uses that professed knowledge, I submit he is a member of 
that particular profession. No one for a moment could contend 
that a qualified medical man, because he occupies a whole-time 
post, for example, in the Government service, was not a member 
of the medical profession whilst so occupied: this example can 
be multiplied. 

This submission is made since, at times, it is attempted to 
classify accountants. As I see it, this Institute takes the view 
that any such division is unsound. Further, unless all members 
take a common interest in the well-being of the profession, it 
will be impossible for it to occupy the place which in the future 
it is destined to fill. 

General Council has been sitting all this week in Hobart. This 
opportunity is taken to inform you of the nature of some of our 
decisions. The paramount consideration has been the extension 
of the benefits of our financial strength towards the building up 
of the Divisions in the smaller States of the Commonwealth, so 
that members in all parts of Australia may have the same advan- 
tages of membership as those in the two larger ones. 

Another important phase of our work has been the laying 
down of the preliminary base for the formation within the 
Institute of groups of members specially skilled in particular 
branches of accountancy and related subjects. The scheme 
includes the means of complete instruction for members desirous 
of entering these specialised groups, and the granting by the 
Institute of proper recognition to members who have qualified 
in this regard. In conformity with general policy this aspect 
of our work will extend to all members in every part of Aus- 
tralia. We feel that this step, the fuller particulars of which 
will be given to you all as soon as possible, marks a most 
advanced step in the general and educational side of the work 
of Institutes. In fact, I believe it to be the greatest step toward 
progress of the profession yet attempted by any similar body in 
the world. 

Quite a number of other matters have been dealt with, includ- 
ing the closer relation of the Institute to the work of the 
Universities. Council has decided that students of the Melbourne 
University may be admitted to this Institute with full allowances 
for the qualifications there obtained. This is a very definite step 
towards removing any doubts as to the status of accountancy as 
a profession. The position throughout Australia is to be inves- 
tigated so far as other Universities are concerned, and if a 
general co-ordination can be achieved, then the profession will 
be settled at last upon foundations similar to the other learned 
professions. We feel that in these respects alone the delibera- 
tions of General Council will be of great material benefits to the 
present and future members of this Institute. 

For some time the accountancy profession throughout the 
world has been endeavouring to build up a glossary of terms and 
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definitions that will be a common language for its own and the 
use of those with whom it comes in contact. I feel sure that 
this Institute will be the means in Australia through which this 
important work will be carried into effect for the general benefit 
of all concerned. I am strengthened in this view by the enthu- 
siasm and capacity of the members of the committee of this 
Institute formed to deal with this very important question. 

Recently in Sydney at a Law Convention, his Honour, the 
Chief Justice of the High Court of Australia, advised members 
of his, the legal, profession to make a study of accountancy. If 
the legal profession did make themselves acquainted with accoun- 
tancy, it would be to our advantage and so it would be if many 
others whose position in life requires them to have a greater 
understanding of accountancy. A number of principles have 
been adopted by accountants based on logical and miethodical 
opinion, but they have not yet had general and accepted adoption. 
Accountants are in the position, however, if they have no definite 
code amongst themselves, that once a rule of law is established, 
they must accept it. Unless the accountancy profession fixes its 
own concepts, as things are now, there is the prospect of others 
doing it. The work of the committee of this Institute on 
Accountancy Principles will contribute materially towards this 
end. ‘ 
A question that exercises the minds of some of the members 
of the Institute is the relation and the duty which accountants 
owe to third parties. To make our minds clear in this regard, 
it is necessary to consider the normal relations of the accountant 
with other parties. These relations can be, probably, best 
expressed as that the accountant is, in some respects, a servant, 
an agent and arbiter of the rights of other parties, oftentimes 
with conflicting interests, as well as having duties prescribed 
for him by different Statutes. 

These are specific liabilities to particular interests. If the 
accountant who is mainly concerned with matters of fact exercises 
his proper regard for their correct presentation at all times, then 
I hold the view that we have nothing to fear. I am confident 
that generally the training and the standards of an accountant’s 
conduct are his safeguard against this danger. 

It is the firm intention of this Institute to continue its policy, 
in accepting candidates for admission to its ranks, to require 
them to pass examinations of a very high standard. This is our 
guarantee to the community at large that we have a sense of 
responsibility of the importance of the proper equipment of our 
members. The standards of our examinations will become 
higher as the requirements called for from accountants demand. 

The international situation during the year continued to be a 
source of grave anxiety, which was accentuated at one stage 
when the wars in Spain and China were overshadowed by the 
events which took place in Central Europe. Though the imme- 
diate danger passed, there was left, and there still remains, the 
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feeling that similar crises may occur again. We have definitely 
a state of affairs in which much more than thought must be had 
to our own safeties. The means by which this can be best 
achieved is, of course, a matter for those responsible. I am proud 
of the endorsement by the members of the Institute of our offer 
to the Federal Government of the special service which this 
Institute can render, and also of the practical response to that 
Government’s defence programme. I have every reason to 
believe that the best contributions which members can make, at 
present, is for themselves to join the militia and to offer every 
assistance to their staffs and others to do likewise. 

The effect on Australia of the present disturbed conditions 
must be a reduction in our national income. Unrest alone tends 
towards a feeling of insecurity and nobody knows better than 
we what effect this can have on business operations. Our Eastern 
markets have become disorganised—so far as China is concerned 
they have disappeared—whilst the condition of Japan’s finance, 
Owing to expenditure on war purposes, must bring about a fall 
in our trade. 

Europe’s lack of confidence in itself, as well as America’s 
nervousness towards its credit extension are not conducive to 
stability. So far as Australia herself is concerned a period of 
general prosperity enabled the Governments to achieve balanced 
budgets. Because of circumstances over which this country has 
no control, this position is somewhat changed. There is always 
a danger in attempting to prophesy. That risk is ail the greater 
when world conditions are disturbed by politics. But, as present 
indications show more favourably towards recovery in com- 
modity prices, provided we have peace any setback seems only 
temporary. 

The dominant note in public finance now seems to be that when 
private spending is reduced and purchasing power is low, Govern- 
ments borrow and spend, thereby leading to a resumption of 
private spending. The policy of Governments in this direction 
is chiefly a matter of our personal concern, but there is at least 
an obligation for someone to remind us that neither finance 
nor economics are sciences that belong exclusively to govern- 
ments. Rules which operate in the humblest households must be 
adopted by the state just as much as by the individual. It must 
not be forgotten that economic equilibrium is the basic principle 
of all economic rules. There may be a danger that whilst this 
system of finance is persisted in, not only during the term for 
which it is designed but in others, that a period will arrive when 
it must be discontinued. The situation will then be as before it 
was brought into operation, excepting that the debts and the 
taxes will remain and may become a burden on industry. Can 
this type of expenditure be continued indefinitely? I think what 
must be faced is that Government spending should not create 
a “make believe” prosperity. It is the free process of exchange 
of goods and services between persons and groups which really 
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comprises the greater part of industry, trade and business. When 
these elements are in balance, business prosperity flows and when 
they are in disorder depression results. 

It may be that in the affairs of a nation the budgetary period 
of one year does not afford proper opportunity for long-range 
policy. Some means should be devised to even out taxation 
and expenditure so that the former can fall when least irksome 
and the latter be provided for on some settled plan, including 
provision for replacement of works and equipment. At least 
there ought to be a standing Parliamentary Committee on Public 
Finance, supported by proper technical advice, for the purpose of 
maintaining an independent survey and study of the finances. 

It is a source of pride for me to have the honour of presiding 
at this meeting of the Institute, since it marks the beginning of at 
least one big advancement in its affairs. To-day for the first time 
every member has a say and a vote in the Institute. No longer 
is there a large body of our members debarred from taking an 
active part in its affairs and in shaping its future. The abolition 
of the degree of Licentiate has brought this about. If the history 
of the Institute is reviewed, it will be noted that this liberalisation 
is characteristic of recent years. I want to assure members that 
for no other reason was this essential reform brought about. 
There seems to be an erroneous view that the prime intention was 
to increase members’ subscriptions. This was not so. If the 
new Associates would refer to the Institute’s Articles of Associa- 
tion, it will be seen that power was, by Clause 21, always in the 
hands of General Council. The two things are separable. We 
want you all to look at it that way. So far as the increase in 
subscription is concerned, it would have come in any case. Just 
as in any business concern, the Institute must have the means 
for shaping its policy. 

We have received from members and others many congratula- 
tions on the issue of the Handbook of Institute Activities. Its 
production is a credit to the Membership Committee. I want to 
draw your attention to the “Case Notes” section and ask all 
of you to co-operate in our endeavour to build up this section to 
worthwhile value. There has been in recent years a growth of 
accountancy literature, but the experiences of accountants, many 
of them individual cases of importance, do not all find their way 
into textbooks. 

To carry out the duties of President of this Institute means, as 
I am sure you realise, many calls on one’s business and leisure 
time. Without the encouragement of my colleagues on the 
General Council and their hearty co-operation, my task would have 
been impossible. To them I extend my thanks. So also for 
generous assistance and added pleasure to the office I want to 
express my appreciation to the personnel of the several com- 
mittees of the General Council, including the members of the 
Board of Examiners. For many inspirations and suggestions, I 
desire to express my gratitude to our Registrar, sincerely hoping 
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that with a return to health, his work towards maintaining the 
proud position of this Institute and its advancement will be 
rewarded. To numerous members of the Institute who, by their 
friendly assistance, have contributed to the pleasure of my term 
of office I also extend my grateful acknowledgement. 





Suit to Restrain a Company from 
Paying Dividend 
By J. A. L. Gunn, F.1.c.a. 


Stevinson Hardie & Co. is a large shareholder in Smith Wylie 
(Aust.) Ltd., a holding company, which, in turn, holds all the 
shares in two subsidiaries, the Independent Oil Industries Pty. 
(Sydney) and Independent Oil Industries Pty. (Brisbane), 
vendors of petrol and lubricating oils. The holding company 
and subsidiaries are governed by the same directors. The holding 
company had assisted the subsidiaries financially, and was the sole 
supplier of petrol to them, debiting each with the cost price and 
an overcharge of 13d. per gallon to Sydney and 14d. per gallon 
to Brisbane. When the subsidiary made no profit, the charge 
was rebated, and as a rule, when the subsidiary was in a position 
to pay in whole or in part, the amount taken by Smith Wylie was 
regulated so as to leave a small sum as profit with the subsidiary. 
As the only assets of Smith Wylie, with negligible exceptions, 
were shares in the two subsidiaries, and its only business was 
supplying them with petrol, it followed that its profits could be 
no greater than the proceeds of sales by the subsidiaries after 
deducting the cost of petrol supplied to them, and that when the 
subsidiaries sold at a loss, then debts to the holding company were 
increased. 

Stevinson Hardie & Co., either under its own name, or the 
name of Bowring Hardie, is the largest shareholder in Smith 
Wylie, shares having been acquired at less than their nominal 
value of 15/- per share in consideration of services rendered or 
to be rendered. Until early last year it arranged freight and 
supplies of petrol to Smith Wylie, but the latter had since made 
other arrangements to obtain supplies from an American com- 
pany. Whether the defendant is any longer bound by its contract 
with plaintiff is the subject of a pending action at common law. 

In August, 1938, the shareholders of Smith Wylie (Aust.) 
Ltd. declared dividends on its preference and ordinary shares. 
Stevinson Hardie & Co. sought to restrain the company from 
distributing these dividends on the following grounds: First, 
that the dividends proposed to be paid could not be paid out of 
profits, but must be paid wholly or in part out of capital; 
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secondly, that the balance-sheet, accounts, and report submitted 
to shareholders at the meeting in August was misleading. 

In the balance-sheet of Smith Wylie (Aust.) Ltd., as at June 
30, 1937, investments at cost in subsidiaries were set down at 
£28,486, sundry debtors (the subsidiaries) at £99,396, and the 
credit to profit and loss at £3,824. Plaintiff alleged that the 
shares were worth much less than the amount stated and that 
£99,396 could not be recovered. Subsequently, the holding com- 
pany took shares in the subsidiaries in satisfaction of their 
indebtedness, and the balance-sheet as at June, 1938, showed 
shares held in subsidiaries at £155,486, and upon that basis a 
profit for the year was shown amounting to £3,341, which with 
the profit shown for 1937 of £3,824 made £7,256 said to be 
available for distribution, of which the proposed dividends would 
absorb £5,795. At the hearing, evidence was heard from accoun- 
tants as to the value of the investments in the subsidiary com- 
panies, and from others as to the future trading outlook and 
the advantages to be derived from lower freight. 

In his judgment, Nicholas J. said that the question he had to 
answer could not be determined without attempting to decide 
between the expert witnesses. This was not a suit in which the 
declaration of a dividend conferred an advantage on the directors 
different from that enjoyed by other shareholders. The share- 
holder who would most benefit as a shareholder from a dividend 
was the plaintiff. One object of the directors in recommending 
a dividend was to prevent the shares of the company falling in 
value, so that they might easily be acquired by the plaintiff. He 
was of opinion that the dividends proposed could be paid without 
infringing any rule of law or doing anything forbidden by the 
defendant company’s articles of association. The principal objec- 
tion taken was that the sums stated as profits should not be 
distributed as dividends while there were debts of the companies 
remaining unpaid. He did not think that he should give effect 
to that objection in view of the reasoning of the Lords Justices 
in Ammonia Soda Co. v. Chamberlain (1918, 1 Ch.). 

His Honor came to the conclusion that the directors had acted 
honestly and reasonably. He did not think that in showing the 
expenditure of the company in the form of shares in the sub- 
sidiaries, and in paying a dividend on that footing, they were 
doing anything for which he should restrain the company, 
although there might be differences of opinion among experts 
as to the wisdom of their action. 

The suit was therefore dismissed with costs. 
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Stock Control 
By R. W. T. Osorn, A.F.1.A., A.A.LS., A.C.A.A. 


Stock control is a matter of vital importance to the welfare of 
every enterprise which buys and sells stock. Stock is purchased 
only to be sold again at a price which will pay the whole of 
the expenses of the organisation and leave over a sufficient 
net profit to build adequate reserves and reward the owners of 
the capital employed for its use and risks undertaken. Con- 
sideration of this fact reveals two points which are fundamental 
to stock control: 


1. The relationship between the value of stock on hand and 
sales at cost; 

2. the relationship between sales at cost and sales at selling 
price, i.e., gross profit rate. 


RELATION BETWEEN SALES AT Cost AND STOCK ON Hanp 


The relationship between the value of stock on hand and sales 
at cost is measured by the number of “stock turns,” i.e., the 
number of times the whole stock was sold or turned over during 
the period under review. The greater the stock turn the greater 
the gross profit earned in proportion to the amount of money 
invested in stock, i.e., if £1,000 worth of stock carrying a write 
up of 20 per cent. on selling is turned over three times, the gross 
profit earned is £750 on the £1,000 invested, but if the amount 
invested in stock is reduced to £500 and it is turned over six 
times, then a gross profit of £750 is earned on the £500 invested. 
By speeding up the number of stock turns and reducing the 
amount invested in stock, the earning capacity of the amount 
invested has been doubled. Hence we see the supreme impor- 
tance of maintaining the correct relationship between stock on 
hand and sales at cost. What is the correct relationship? The 
stock must not be allowed to become so low that the business is 
hampered and sales are lost, nor must it be allowed to increase 
beyond the requirements of the business, otherwise working 
capital is becoming frozen and the enterprise is exposed to 
unnecessary and unjustifiable losses. The rate of stock turn 
varies with the type of goods sold and the policy of the business, 
but whether the rate of stock turn is satisfactory or not can be 
judged by comparison with: 

1. the rate of stock turn attained in the past; 

2. the rate of stock turn which is recognised within the trade 
as the standard stock turn for the particular stock under 
consideration ; and 

3. the rate of stock turn adopted in the stock budget after a 
complete survey of past performances and present pos- 
sibilities of the enterprise. 


The rate of stock turn is calculated by dividing the average 
stock into the value of sales at cost: 
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Average Stock is calculated as under: 


Stock on hand, July 1, 1939 .. .. .. .. .. £10,000 
Stock on hand, June 30, 1940 .. .. .. .. .. = 12,000 
Sa a ee er 


Dividing two into £22,000 gives an average stock of £11,000. 
(Where monthly figures are available these are added together 
and divided by the number of stocks (ie., 13). This gives a 
more correct average.) 


Sales at Cost is calculated as under: 


Stock on hand, July 1, 1939 .. .. .. .. .. £10,000 
Plus Purchases for 1939/40 .. .. .. .. .. .. 101,000 

£111,000 
Less Stock on hand, June 30, 1940 .. .. .. .. 12,000 
Salee Gt Coat Get POR on 50 cc cs cc oe ce ee ED 


Rate of Stock Turn: 
Average stock divided into sales at cost is £11,000 into 
£99,000, which gives a stock turn of 9 for the year. 


The correct value of the average stock to be carried for a 
particular turnover is calculated by reducing the value of sales 
at selling to sales at cost (see section dealing with relationship 
between sales at cost and sales at selling), and then dividing 
the desired rate of stock turn into the value of sales at cost. Thus 
if the sales at cost is calculated at £10,000, and the stock turn 
is 10, the average stock which should be carried is £1,000. 

When the rate of stock turn is unsatisfactory, there are two 
lines of thought to be pursued: 


1. Is the value of stock carried too high? and/or 
2. Is the volume of sales obtained too low? 


The next problem to be considered is the application of the 
principles set out above to the particular enterprise concerned, in 
order that the rate of stock turn and the value of stock to be 
carried may be controlled. The first point to be noticed is that 
the value of sales made during the different periods into which 
the financial year is divided varies—some months the volume 
of sales will be low and consequently a much smaller stock on 
hand is necessary, while at other times, such as (say) Christmas, 
Easter, and during special selling events a much larger stock 
is required to cope with the increased sales. As stock must be 
purchased before it can be sold, a sales budget and stock budget 
must be prepared, from which the buyer can ascertain the value 
of stock to be purchased so that the value of stock may be built 
up ready for periods when the volume of sales is high, and 
reduced during periods when sales activity is low. 
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The stock budget (Fig. 1) shows how the year is divided into 
short periods, the value of stock to be purchased during each 
period, and the value of stock on hand at the beginning and 
end of each period, so that the correct relationship between stock 
on hand and sales at cost may be maintained, while at the same 
time the varying requirements of the enterprise are fully met. 
The stock budget is carefully compared with the actual results 
for the period, and after the necessary executive action has been 
taken to correct any variations, it is amended as required, so 
that the desired relationship may be maintained. 

The next point to be considered is that the organisation may 
consist of a number of departments each handling stock which 
carries a different gross profit rate and rate of stock turn. Also 
different executives will be held responsible for the stocks in the 
different departments. Consequently it will be necessary for 
the Stock Budget (Fig. 1) to be supported by subsidiary Depart- 
mental Stock Budgets (Fig. 2), and for the accountant to instal 
the necessary machinery so that all movements of stock are 
analysed according to departments. The ledger will be classified 
so that this information is recorded and made accessible to the 
executives requiring it. When considering the advisability of 
dividing the stocks carried into departments, the classes and 
types of stock handled within the department must be given 
serious thought. Do all classes of stock carry the same stock 
turn and gross profit rate? Are some stocks naturally quicker 
or slower sellers than others? Is the departmental stock com- 
prised of staple as well as seasonable stocks? Does the depart- 
mental stock consist of standard lines, specialty lines, or job 
lines? The executive problems created by these different classes 
of stock within a department, may justify analysing departmental 
stocks into different sub-groups for efficient control. Every 
department must be considered on its merits, and where the 
subdivision of departmental stocks is deemed necessary, the 
ledger classification must be extended accordingly (Ledger 
Classification, Fig. 3), so as to facilitate the preparation of 
progressive managerial stock reports. In another case the 
organisation may consist of a number of branches, in which event 
separate records regarding stocks must be kept for each branch, 
and these may be further analysed so as to meet the requirements 
of the executives for stock control (see Progressive Managerial 
Stock Report, Fig. 4). 


Individual Stock Records 


It has been shown how the stock is analysed into different 
groups and sub-groups in the private ledger so that it may be 
more efficiently controlled. Each of these sub-groups may con- 
sist of several hundred different lines of stock, and some means 
of controlling each line of stock must, if possible, be devised. 
The “ideal” method is to keep a stock cost ledger for each sub- 
group, and the total value of all the stock cards comprising the 
ledger must equal the balance of the account in the private ledger 
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for the respective sub-group of stock. Each stock cost ledger 
card (Fig. 5) will show full particulars of all purchases, sales, 
and balance of stock on hand, all in both quantity and value. In 
addition, all stock on order and the expected date of delivery 
will be shown, together with the maximum and minimum stock 
to be carried. This is the ideal method, but the “ideal” must 
never be allowed to supersede reality. Every sub-group of stock 
must be considered on its merits and individual stock records 
designed to suit each individual sub-group, thus: 

1. Where each unit of stock is of relatively high value, and 
the rate of stock turn is relatively low, the “ideal” method, 
i.e., stock cost ledger system, should be adopted. 

2. Where each unit of stock is of relatively low value, and the 
rate of stock turn is relatively high, it would be too costly 
and cumbersome to keep a stock cost ledger, and a stock 
ledger (Fig. 6) showing quantities only may be kept. This 
system is particularly suitable where the merchandising 
policy includes “pricelines,” or where quantity is a stable 
factor and prices fluctuate considerably. 

3. Where each unit of stock is of low value, and the rate of 
stock turn very high, there are two possibilities : 

(1) where the stock is divided into two sections, the stock 
in the department ready for sale, and stock in a reserve 
store, it may be found impossible to keep individual 
stock records of the whole stock, but the stock may be 
satisfactorily controlled by means of individual stock 
records of the stock in the reserve store; 

(2) where the stock is of a perishable nature, or no reserve 
stocks are carried in a separate store, or the nature 
and range of stock is changing very rapidly, it may 
be impossible to keep individual stock records, and 
the stock must be controlled in total, especial attention 
being paid to the value of purchases and the gross 
profit margin. 

In every case where it is practicable, individual stock records 
should be kept, because of the value of the information which is 
disclosed : 

1. Slow moving stock which needs executive action to stimu- 

late sales or to clear and cease carrying, is revealed. 

2. Obsolete and old stocks are revealed and the necessary 
action taken to clear them. 

3. Quantities sold at the different price ranges are disclosed. 

4. Warning is given at the correct time to re-order stock and 
the particular line is automatically brought under executive 
review. 

5. Individual records act as a valuable guide when determining 

quantity, quality, size, range, pattern, style, and price ranges, 
to be carried, and 
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6. They are a valuable guide when determining maximum 
and minimum stocks to be carried, 


Where individual stock records are kept, action must be taken 
to ensure that the balances as shown by the records and the actual 
stock on hand agree. This action is taken in three different 
ways : 

1. When it is necessary to purchase stock, the actual stock 
on hand is taken and shown on the purchase requisition. 
The balance as shown by the stock records is also filled 
in on the purchase requisition. Any discrepancies will be 
enquired into and the balances reconciled. 

2. The departmental manager would take a physical count 
of a certain number of lines each day, and compare the 
result with the stock records. Especial attention would be 
paid to lines where experience shows most discrepancies 
are found. 

3. The accountant would from time to time call for inventory 
reports (Fig. 7) on various lines of stock throughout the 
year. 

In addition to these means of checking the actual stocks with 

the stock records, the whole stock would be taken and reconciled 
at the annual stocktaking. 


Fig. 7. 
INVENTORY REPORT 
To Manager, Date ii ail 
Department A. 
Dear Sir, 


Description of Stock 
Will you kindly fill in the information set out below for the 
stock described, and return same as soon as possible. 








Particulars of Stock as per stock records. 
Balance on Hand 1/3/39 
Plus Purchases 
Less Sales 
Balance on Hand 30/6/39 
Stock on Hand as per physical stocktaking 30/6/39. 
Maximum Stock 
Minimum Stock 
Remarks 





Adjusted. Stock Records. 
1 Ledger. 


ACCOUNTANT. 
29/6/39. 
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RELATIONSHIP BETWEEN SALES AT COST AND SALES AT SELLING 


It has been explained how and why it is necessary to divide and 
sub-divide the stock into a number of groups. All sales must be 
analysed according to these groups, and, as the stock accounts 
appear in the private ledger at cost, the sales must be reduced 
to cost, so that the value of stock in each group may be reduced 
by the cost value of the stock sold. In the example given 
previously showing how the value of sales at cost is calculated, it 
will be noticed that the figures given for the value of stock on 
hand are those obtained by a physical stock-taking. As stock 
reports and profit and loss reports are prepared at frequent 
intervals during the year, it is absolutely impracticable to take 
stock every time these reports are to be prepared. Thus some 
quick, simple and accurate method must be devised to reduce 
sales at selling to sales at cost. The method to be adopted may 
be one of the undermentioned : 


1. Actual Cost Method 

Where this method is adopted all sales are extended at both 
cost price and selling price. This method is practicable only where 
the unit of sale is of a reasonably high value. 


2. Estimated Cost Methods 


(1) By using the gross profit rate for the previous year. This 
is unsatisfactory because it takes into effect the influence 


of unfavourable trends of the previous year which have 
been corrected, and fails to take into effect the influence of 
unfavourable trends which may develop during the current 
period. 

(2) By using a gross profit rate determined after a complete 
survey of the past and future capabilities of the business. 

If this gross profit rate is fixed for the whole period, it 
fails to take into effect the influence of unfavourable trends 
which may develop during the current period. Where the 
gross profit rate is varied each time the budget is amended, 
the alteration takes place after, and not automatically with 
the factors that caused the amendment. 

(3) By using a calculated gross profit rate which automatically 
takes into effect the influence of different purchases which 
carry varying mark-ups, mark-downs found necessary to 
clear stock, etc., and mark-ups made possible by rises in 
market prices, etc. 


Of these three estimated methods of reducing sales at selling 
to sales at cost, the third method is the most accurate, and is being 
adopted by leading retail houses, because it gives accurate results 
with the speed which is so essential to up-to-the-minute control 
of stock. 

Under the calculated gross profit rate method, stock is kept 
at both cost price and selling price, and the value of stock on 
hand is calculated as under: 
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Cost Selling Mark- Gross 
up Profit 
£ £ £ Rate 


Opening Stock, March 1 .. 100 200 100 50% 
Plus purchases for month . 100 190 90 45% 
Plus additional mark-ups .. 20 20 


Less mark-downs .. .. .. 10 10 


Stock accounted for . 400 200 50% 
DE an as we da! 46 200 100 50% 


Closing stock, March 31 . £100 £200 £100 50% 


From the working it will be noticed that the gross profit rate 
for the stock accounted for for the month was 50%, and as it is 
fair to assume that sales were made evenly from both stock on 
hand at the beginning and purchases, the sales at cost, £100, is 
obtained by deducting the percentage of gross profit (50%) from 
the value of sales. It will also be noticed that it is assumed that 
mark-ups and mark-downs were made over the whole stock as 
the market price fluctuated and not on any specific sale. Where 
mark-ups and mark-downs were made on specific sales and the 
rest of the stock was not altered, then when calculating the value 
of sales at cost, mark-ups would be deducted from and mark- 
downs added to the value of sales at selling, and the net result 
reduced to cost and deducted from the total value of stock 
accounted for, so as to arrive at the value of the closing stock. 
When making this calculation, some enterprises treat each period 
separately and the closing stock for one period becomes the 
opening stock for the next period. On the other hand other 
enterprises use cumulative figures—the opening stock remains 
the same for all calculations made during the financial year, and 
“year to date” figures are used for purchases, mark-ups, mark- 
downs, etc. Both methods of calculation give highly accurate 
results, but it appears preferable to treat each period separately, 
as then the value of sales at selling, sales at cost (cost of stock 
sold), and the gross profit earned, as revealed by the calculation, 
can be used when preparing the profit and loss report for the 
period. It must be remembered that a separate calculation would 
have to be made for each different group which comprises the 
whole stock. 

All influences which cause a variation in the gross profit rate, 
must be recorded and taken into consideration when the calculation 
is being made. These influences are of vital importance to the 
executives, whether caused by: 
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Bad buying; 

Bad selling ; 

Breakages, spoilages, etc.; and/or 

Pilferage, extra weight or measurement given 
when making sales, sales made and not charged 
up, ete. 


It must be a cardinal rule of the organisation that every 
departure from the selling price marked on the stock, whether 
it be a mark-up or mark-down, must be reported, together with 
the reason for such variation; all breakages, spoilages, etc. must 
be reported so that the value of stock involved may be ascertained 
and the stock records adjusted accordingly ; all shortages disclosed 
between the individual stock records and the actual stock on hand, 
must be valued and written off the records. This rule must be 
strictly enforced, as, with the exception of mark-ups, every one 
of these influences is reducing the gross profit earned by the 
enterprise, and consequently they require the closest scrutiny 
and enquiry so that their effects may be controlled. 

The last point to be considered is whether or not the gross profit 
rate is satisfactory. This can be determined only by comparison 
with: 

1. The gross profit rate of previous years; 

2. The gross profit rate used in the budget, and determined 
after a complete survey of the past and present earning 
capacity of the organisation ; and 

3. The gross profit rate recognised within the trade as the 
standard for the particular stock under consideration. 


PPP ry 


CONCLUSION 


It has been shown how and why it is necessary to divide and 
sub-divide the stock into different groups, and how the relation- 
ship between: 

1. Sales at cost and stock on hand; and 

2. Sales at cost and sales at selling; 

is calculated for the different groups. Whether or not these 
relationships are satisfactory, can be gauged only by comparing 
the actual results with: 

1. The actual results of previous years; 

2. The stock budget, which is part of the general budget, 
and is prepared after a complete survey of the past and 
future earning capacity of the organisation. When this 
is being prepared, the executives endeavour to achieve 
the ideal relationship desired. 

3. The relationship accepted in the trade as the standard for 
the particular class of stock under consideration. 


This enables control to be exercised, in total, over the different 


groups of goods comprising the whole stock. Behind the group 
records are the individual stock records, which enables the 
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different lines of goods comprising each group to be controlled. 
All the information necessary for the efficient control of the 
stock must be contained in the managerial stock report, simply 
set out so that the executives may quickly realise its significance, 
and act upon it. Without action based on accurate up-to-the- 
minute information, there is no such thing as stock control. 





Correspondence 


SHOULD Economists Use AccouNTANCY Forms TO 
DEMONSTRATE THEIR SCIENCE? 

Reading with interest the suggestions made by Messrs. Colin A. 
Alison and J. A. L. Gunn under the heading, “Should Economists 
use Accountancy Forms to Demonstrate their Science?” appear- 
ing in the March issue, one is struck by the implied suggestion 
that economists, in order to demonstrate their science, should 
also be accountants of wide experience. I say wide experience 
because an economist with little accountancy experience would 
find the task of demonstration Ly accountancy forms and terms 
a hopeless task. This then introduces the query: Where and 
how is the economist to obtain this wide experience? 

To become irrelevant to the subject in question, it must be 
admitted that the economist would probably be in a happier 
position if he had that wide experience of accountancy. So also 
the economist might retort that accountancy should be explained 
in terms of economics, thus implying that the accountant should 
also be an economist of wide experience, and it must be admitted 
that the accountant would also be better equipped if he did have 
that wide experience of economics, but again: Where and how 
is the accountant to obtain the wide experience? 

Whilst agreeing that economists use terminology that does 
to the minds of many persons produce apparent inconsistencies 
and mental embarrassment, I do not agree that their science 
can be set out in terms of accountancy for the reasons— 

(1) that persons having no or very little knowledge of accoun- 
tancy would become as mentally embarrassed in studying 
the accounts of the accountant as in studying the termi- 
nology of the economist ; 

(2) it is not so much the function of the economist to demon- 

strate the results of “good times,” “bad times,” and the flow 

of goods from the primary producer to the consumer, but— 
to explain the cause and origin of the impelling economic 
forces producing the violent fluctuations which cause “nor- 
mal,” “abnormal” and “subnormal” (whatever these words 
might mean) conditions, and as to whether the cause and 

origin of such fluctuations occur outside or at or within a 

point between primary production and ultimate consumption, 

and if outside, at what point within do such forces impinge, 
and— 
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(4) to demonstrate how such fluctuations can be controlled and 
“jroned out” so that stabilised trading conditions result, 
with consequent decreases in unemployment. 

Turning now more particularly to the accounts (pages 15] 
and 152) submitted by Messrs. Alison and Gunn, we see such 
terms as “normal dividend,” “profit inflation” and “profit defla- 
tion.” The explanation is given that “normal dividend” means a 
profit by which in the minds of the members of the community 
a satisfied state is induced. 

It is my contention that such is not a definition of “normal 
dividend,” but is an explanation of the result of the “normal 
dividend”—that is to say, the profit has had the effect of satis- 
fying the trader to such an extent that he becomes static. Like- 
wise there are no definitions of “profit inflation” and “profit 
deflation,” but, taking the effect of a “normal dividend” as a 
basis, “profit deflation” would have the effect of causing the 
trader to look for more business and better profits: conversely, 
“profit inflation” would probably cause the trader to relax to some 
extent. The criticism, however, is that the accounts do not 
exhibit what any of these dividends are, or the causes and 
conditions producing such. 

The accounts dealing with capital appreciation and deprecia- 
tion merely tell what the most ignorant know, that in “good 
times” high prices prevail, and in “bad times” low prices. The 
accounts do not demonstrate the “whys” and the “wherefores.” 

The accounts on page 153 have perhaps a little more value, 
because they do demonstrate to some elementary extent the flow 
of goods from the primary producer to the consumer, and the 
distribution, as a result of sales, of purchasing power. The 
accounts, however, cover no period of time, which is a very 
essential factor, so that therefore the accounts, taken by them- 
selves, assume that the processes have taken place contempora- 
neously. Thus a wrong impression is gained at the outset by the 
layman. Under trading conditions at present existing, goods sold 
on hire purchase and time payment contribute to an ever-growing 
volume of sales. Under such conditions the purchaser mortgages 
his future income. The accounts do not disclose the effect of 
such upon the flow of goods. The accounts also demonstrate to 
some elementary extent the origin of purchasing power and its 
disappearance by ‘the purchase of consumable goods. The 
accounts also purport to show that out of income £20 has been 
saved. The accounts do not demonstrate what “savings” are, 
and how, when, at what stage, and in what form “savings” are 
made, and when spent, if at all, and if spent, upon what spent. 
The criticism here is that the accounts do not exhibit a completed 
cycle, and again the layman is left in a state of wonder and 
embarrassment. 

On page 154 (3) it is stated “the retailer is reluctant to lower 
his prices when a fall in incomes takes place. He will give fewer 
orders to wholesalers and start unemployment.” This is sup- 
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posed to be a conclusion drawn from the accounts appearing on 
page 153. It has, however, no relation to the accounts exhibited, 
for the accounts have not demonstrated falling prices. The con- 
clusion also charges the retailer with starting unemployment upon 
the falling of incomes. The retailer is the last trader in the 
flow of goods before reaching the consumer. If wages remain 
good, the retailer still retains his volume of turnover, and being 
the last carriage in the train, cannot of himself cause falling 
incomes. Hence falling incomes must have been occasioned by 
some disruption in the flow of goods at some point prior to the 
retailer. Now, if there was a fall in income, there must have 
been a lowering of the volume of wages (whether by actual 
reduction of the rate or by unemployment does not matter for 
this purpose) so that if the lowering of the wages took place at 
some point prior to the retailer, it was not the retailer who com- 
menced or would commence unemployment. Such is not demon- 
strated by the accounts exhibited. 

Since the Alison-Gunn axis has seen fit to assault the orthodox 
economist—not that I think he should not be assaulted, but I 
also think the accountant likewise should be assaulted—with a 
new science evolved by the axis, the axis should demonstrate 
how it can hold and consolidate its position. Therefore I ask 
the axis to demonstrate through the pages of the Australian 
Accountant, using as its ammunition “accountancy forms,” the 
following : 


What causes the violent fluctuations in the price of wheat, 
and how such could be prevented? 

What “savings” are; where they come from; where they go 
to; what form they are in, and what effect they have upon 
the life of the community? 

What effect, if any, gold has upon the monetary system? 


What effect, if any, has the mal-distribution of the world’s 
gold, or the hoarding of great quantities of gold by one 
country upon international trading? 

What conditions produce “normal profit,” “profit inflation” 
and “profit deflation,” and what causes such conditions? 

What effect hire-purchase and time-payment sales have had 


upon the flow of goods and upon savings and expansion 
of credit? 


” 6 


Notwithstanding that I do not know the answers to these 
questions, if the axis can answer them by “accountancy forms,” 
I, together with other readers, may be convinced that there is 
some merit in the argumerits advanced in favour of the new 
Science. 

E. L. Mirtron. 


Adelaide, 18/4/39. 
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